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Qwest Corporation (“Qwest”) submits this Notice of Filing Exhibits from the 7- 

State 271 Workshop Session 7 on Section 272 issues, held June 7th - 8th, 2001. The 272 

transcripts from the Multistate workshops have previously been filed with the Arizona 

Corporation Commission (“Commission”).’ Now, the exhibits to the Multistate 272 

transcript need to be filed with that transcript. 

The following exhibits fiom the Multistate 272 proceeding are non-confidential 

exhibits with the Multistate exhibit numbering system: 

Non-Confidential Multistate 272 Exhibits 

S7 QWE MES 1 Marie Schwartz Direct Testimony dated March 30,2001 with all 
exhibits attached to this testimony except for exhibits MES-2C and 
MES-12C which are confidential.2 

The June 7 and 8 Multistate 272 transcripts have been identified as Exhibits 7414 and 7415, respectively, 
in this Arizona proceeding. 

This footnote is intending to clear up any anticipated confusion about the exhibit numbering system used 
in the Multistate. The numbering system in the Multistate is S7 QWE (witnesses 3 initials) (number). For 
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2 
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S7 QWE MES 2 

S7 QWE JLB 3 

S7 QWE JLB 4 

S7 QWE MES 5 

S7 QWE MES 6 

S7 QWE MES 7 

S7 QWE MES 8 

S7 QWE MES 9 

S7 QWE MES 10 

S7 QWE MES 11 

S7 QWE MES 12 

S7 QWE MES 13 

S7 ATT CWS 1 

S7 ATT CWS 2 

Rebuttal Testimony of Schwartz dated May 23,2001 with one 
exhibit attached. 

Judith Brunsting Direct Testimony dated March 30,2001 with all 
exhibits attached to this testimony except for exhibits JLB-4C 
which is confidential. 

Rebuttal Testimony of Judith Brunsting dated May 23,2001 with 
all exhibits attached to this testimony except for exhibits LB-9C 
and JLB-13C which are confidential. 

272 Issues Log 

Presentation Package 

Auditor’s Opinion 

Officer Director List as of June 1,2001 

Qwest Communications Corporation Internet Posting Record 

Web Site Documents (loa and 1OB) 

Gillmore Letter 

Simplified Organizational Chart 

Qwest Long Distance Internet Posting Summary 

Direct Testimony of Cory Skluzak dated May 4,2001 - Public 
Version 

Supplemental Affidavit of Cory Skluzak dated May 17,2001 - 
Public Version. 

The following exhibits from the Multistate 272 proceeding are confidential exhibits with 

the Multistate exhibit numbering system. 

Confidential Multistate 272 Exhibits 

example, S7 QWE MES 1 is Marie Schwartz’ s direct testimony. Included with the direct testimony as part 
of S7 QWE MES 1 are exhibits attached to Ms. Schwartz’s testimony which are number MES-1 through 
MES-12C. This can create confusion since the whole exhibit S7 QWE MES 1 is Ms. Schwartz’s direct 
testimony plus all attached exhibits. 
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S7 QWE MES 1 Confidential Exhibits MES-2C and MES-12C which are 
attachments to Marie Schwartz’s Direct Testimony dated March 
30,2001. 

S7 QWE JLB 3 Confidential Exhibit JLB-4C which is an attachment to Judith 
Brunsting’s Direct Testimony dated March 30,2001. 

S7 QWE MES 14 CONFIDENTIAL, Authorization for Payment document. 

S7 ATT CWS 1 Direct testimony of Cory Skluzak dated May 4,2001 - 
Confidential Version 

S7 ATT CWS 2 Supplemental Affidavit of Cory Skluzak dated May 17,2001 - 
Confidential Version 

L f l  Dated this day of August 2001. 

By: 
John Munn 
Qwest Corporation 
1801 California Street, Suite 4900 
Denver, Colorado 80202 
Telephone: (303) 672-5823 

Timothy Berg 
Theresa Dwyer 
FENNEMORE? CRAIG, P.C. 
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Phoenix, Arizona 85012-2913 

(602) 916-5999 (fax) 
(602) 916-5421 

Attorneys for m e s t  Corporation 
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Docket Control 
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1200 West Washington 
Phoenix, Arizona 85007 
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Maureen A. Scott 
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1200 W. Washington St. 
Phoenix, AZ 85007 

Steve Olea, Acting Director 
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Hearing Division 
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Sprint Communications Company, LP 
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Phoenix, AZ 85004 
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Thomas F. Dixon 
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Worldcom, Inc. 
707 17th Street # 3900 
Denver, CO 80202 

Scott S. Wakefield 
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Michael M. Grant 
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Bradley Carroll, Esq. 
Cox Arizona Telcom, LLC 
1550 West Deer Valley Rd. 
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Davis Wright & Tremaine 
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Portland, OR 97201 
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AT&T Law Department 
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Denver, CO 80202 

David Kaufinan 
espire Communications, Inc. 
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Santa Fe, NM 87501 

Alaine Miller 
XO Communications, Inc. 
500 108th Ave. NE, Suite 2200 
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5818 N. 7* St., Suite 206 
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Philip A. Doherty 
545 South Prospect Street, Suite 22 
Bwlington, VT 05401 
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Dunwoody, GA 30338 
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U.S. Dept. of Justice 
Antitrust Division 
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Washington, DC 20530 

Andrew 0. Isar 
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Randall H. Warner 
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Douglas Hsiao 
Rhythms Links, Inc. 
6933 Revere Parkway 
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Assistant Vice President 
AT&T 
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Gena Doyscher 
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Andrea Harris, Senior Manager 
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Senior Counsel 
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M. Andrew Andrade 
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Greenwood Village, CO 801 11 

K. Megan Doberneck, Esq. 
Covad Communications 
4250 Burton Street 
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Richard Sampson 
Z-Tel Communications, Inc. 
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1 1. IDENTIFICATION OF WITNESS 

2 Q: PLEASE STATE YOUR NAME AND EDUCATIONAL BACKGROUND. 

3 A My name is Marie E. Schwartz and my business address is 1314 Douglas- 

4 On-The-Mall, Floor 10, Omaha, Nebraska 68102. I am a director in FCC 

5 Regulatory Accounting at Qwest Corporation (‘The BOC) and am 

6 responsible for ensuring Qwest Corporation’s regulatory accounting 

7 compliance with Section 272 of the Telecommunications Act of 1996 (“’the 

8 Actn). 

9 

10 

11 

I hold a Bachelors Degree in Business Administration from the University of 

Nebraska at Omaha as well as a Certified Management Accountant 

certificate from the Institute of Management Accountants. 

12 Q: PLEASE DESCRIBE YOUR WORK HISTORY AND EXPERIENCE. 

13 

14 

15 

16 

17 

18 

19 

A I have over 13 years experience in the telecommunications and high tech 

industries, concentrating in regulatory compliance, finance, and accounting. 

In 1989, I began my career with U S WEST Communications, Inc., now 

Qwest Corporation, in the Tax Department. In 1990, I began working in FCC 

Regulatory Accounting where I had responsibilities in Part 64 cost allocation 

and Part 32.27 affiliate transactions compliance for six years, during which 

time I chaired an industry task group representing those areas. From 1996- 

- 

I 20 1999, I gained further accounting and finance experience in the high tech 
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industry in California. I resumed my career at U S WEST Communications, 

Inc., now Qwest Corporation, in 1999. 

II. PURPOSE OF TESTIMONY 

Q: WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

A: The purpose of my testimony is to demonstrate that Qwest Corporation is 

prepared to satisfy all of the relevant requirements of Section 272 of the Act, 

and related FCC rules, following Qwest Corporation's receipt of in-region 

interLATA authority in each of the seven states. 

My testimony addresses the primary requirements of Section 272 of the Act. 

Section 272 contains eight statutory requirements designed to prohibit anti- 

competitive behavior, discrimination, and cost shifting between a Bell 

Operating Company (BOC), like Qwest Corporation (formerly U S WEST 

Communications, Inc.), and its long distance affiliate. 

To satisfy its Section 271 obligations, the FCC requires a BOC to 

demonstrate "that it will comply with the requirements of Section 272."' My 

testimony will address each of the eight requirements in Section 272 and 

how Qwest Corporation's Section 271 authorization "will be carried out" in 

~ ~ 

' Applkation by Bell Atlantic New Yo& for Authorization Under Section 271 of the 
Communications Act to provide In-Region, interLATA Service in the State of New York, CC 
Docket No. 99-295, Memorandum Opinion and Order, FCC 99-404, (re/. Dec. 22, 1999), T I  403 
(UBeIl Atlantic New York Ode?), 
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compliance with Section 272, and therefore satisfy the FCC's requirements.2 

I will also review the employee training and awareness efforts that Qwest 

Corporation has undertaken to ensure that the requirements of Section 272 

continue to be followed. 

Throughout my testimony, I refer to several different companies within the 

Qwest Corporate family. Three companies, however, are discussed 

repeatedly: (1) Qwest Services Corporation (QSC); (2) Qwest 

Communications Corporation (QCC) and (3) Qwest Corporation (QC). 

Given the similarity of the acronyms, it might be difficult to review the 

testimony if the companies were referred to in that manner. As a result, 

throughout the testimony I will refer to QSC, the parent of QC and QCC, as 

the "Services Company", QCC as the Section "272 Affiliate" and QC as the 

"BOC." This should eliminate any confusion. See Exhibit MES-1 for an 

illustration of this structure. 

* Application by SBC Communications Inc., Southwestern Bell Telephone Company, And 
Southwestern Be11 Communications Services Inc. cvb/a/ Southwestern Long Distance Pursuant to 
Section 271 of the Telecommuniications Act of 1996 To Provide In-Region, Inter-LATA Services in 
Texas, CC Docket No. 00-65, Memorandum Opinion and Order, FCC #23& (rel. June 30, 
2000), 7 394("SBC Texas OrdeP), Joint Application by SBC Communications Inc., southwestern 
Bell Telephone Company, And Southwestern Bell Communications Services Inc. &/a/ 
Southwestern Long Distance for Provision of In-Region Inter-LATA Services in Kansas and 
Oklahoma, CC Docket No. 00-21 7, Memorandum Opinion and Order, FCC 01-29, (rel. January 
22,2001), 1256 ("SBC KansadOklahoma Order") 
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1 111. EXECUTIVE SUMMARY 

2 Q: PLEASE IDENTIFY THE EIGHT PROVISIONS INCLUDED IN SECTION 

3 

4 

272 OF THE TELECOMMUNICATIONS ACT. 

A The specific provisions of Section 272 include: 

5 

6 

7 

8 

9 

10 

11 

12 

13 

Section 272(a), Separate Affiliate Requirement 

Section 272(b), Structural and Transactional Requirements 

Section 272(c), Nondiscrimination Safeguards 

Section 272(d), Biennial Audit Requirement 

Section 272(e), Fulfillment of Requests for Telephone Exchange 

Service 

Section 272(f), Sunset Provisions 

Section 272(g), Joint Marketing 

Section 272(h), Transition Provisions 

14 Q: WHAT ARE THE REQUIREMENTS OF EACH OF THE EIGHT SECTIONS? 

15 

16 

17 

18 

A Section 272(a) requires the BOC to provide in-region interlATA long distance 

services through a separate long distance affiliate. The BOC will offer such 

long distance services, upon Section 271 approval, through its long distance 

affiliate, Qwest Communications Corporation ("the 272 Affiliate"). 
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Section 272(b) requires that the BOC and Section 272 Affiliate operate 

independently; maintain separate books, records, and accounts; have their 

own directors, officers, and employees; and, conduct all transactions on an 

arm’s length basis, with all such transactions reduced to writing, and available 

for public inspection. Moreover, the 272 Affiliate cannot obtain credit that will 

provide recourse to the assets of the BOC. The BOC is prepared to satisfy 

these requirements of the Act. 

8 

9 

10 

11 

12 

13 

14 

15 

- 16 

17 

18 

19 

20 

21 

Section 272(c) prohibits the BOC from discriminating between the 272 

Affiliate and any other entity in the provision or procurement of goods, 

services, facilities, and information, or in the establishment of standards. The 

BOC is prepared to satisfy this requirement of the Act. 

Section 272(d) requires that, once the BOC obtains Section 271 authority, 

that it obtain and pay for a joint FederaVState audit every two years to 

determine whether the company has complied with the requirements of 

Section 272 and the regulations promulgated under Section 272. In 

particular, the audit will determine whether the company has complied with 

the separate accounting requirements of Section 272(b). The BOC will 

adhere to this provision of the Act. 

Section 272(e) requires the BOC to fulfill requests from unaffiliated entities for 

telephone exchange service and exchange access within the same period, 

under the same terms and conditions, and at an amount that is no more than 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

- 16 

, 17 

18 

19 

20 

21 

I 

I 

Seven State Collaborative 271 Workshops 
Qwest Corporation 

Testimony of Marie E. Schwartz 
Page 6, March 30,2001 

that for which it provides such services to its 272 Affiliate. The BOC will 

satisfy these requirements of the Act. 

Section 272(f) contains sunset provisions, which state that the separate 

affiliate requirements on manufacturing and long distance will end three years 

after entry in a given state unless extended by FCC rule or order. In addition, 

Section 272(f) preserves the existing authority of the FCC to prescribe 

safeguards consistent with the public interest, convenience, and necessity. 

The BOC will adhere to this section as required by the FCC. 

Section 272(g) permits the BOC to join in the marketing and sale of the 272 

Affiliate's in-region interlATA service once the 272 Affiliate is authorized to 

provide in-region interLATA services under Section 271 (d). Such joint 

marketing of services will be exempt from the nondiscrimination provisions of 

Section 272(c). Section 272(g) also provides that the 272 Affiliate may not 

market or sell the BOC's telephone exchange services unless other similar 

entities are permitted to do the same. The BOC will adhere to these 

provisions of the Act. 

Finally, Section 272(h) gave the BOC one year to conform to the 

requirements of Section 272 to the extent that it was already engaged in any 

interLATA long distance or interLATA information services in February 1996. 

Because the BOC was not engaged in any such activities, this transitional 

period did not apply to the BOC. 
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IV. TRANSITION TO NEW SECTION 272 AFFILIATE 

Q: WHAT EVENTS OCCURRED THAT CAUSED QWEST TO RE-EVALUATE 

ITS 272 STRATEGY? 

A On June 30, 2000, U S WEST, Inc. merged with Qwest Communications 

International, Inc. Prior to the merger, U S WEST, Inc. planned to offer in- 

region interLATA services as a reseller, through U S WEST Long Distance, 

now named Qwest Long Distance. In August 2000, Qwest decided to 

reevaluate the appropriate entity to serve as its Section 272 affiliate. This 

prompted notification to several state commissions asking that Section 272 

workshops be delayed. - 

In January 2001, Qwest Communications International, Inc. decided to offer 

in-region interLATA services as a facilities-based provider, instead of as a 

reseller. QCC fii this strategy because it had interlATA expertise and offered 

facilities-based functionality. Therefore, it was determined that Qwest would 

transition from West  Long Distance to QCC as the Section 272 Affiliate. 

Q: WAS U S WEST 272 COMPLIANT BEFORE THE TRANSITION FROM 

QWEST LONG DISTANCE TO QCC? 

A Yes, prior to the merger, U S WEST filed testimony to demonstrate that U S 

WEST Long Distance, now Qwest Long Distance was Section 272 compliant. 

As a result of the new strategy, it was necessary to put processes in place to 
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prepare QCC as the new Section 272 affiliate. Hence, a transitional period 

commenced. 

Q: IS THE NEED FOR A TRANSITION PERIOD UNCOMMON? 

A: No, Congress recognized the need for a transition period when it passed the 

Act in 1996. Section 272(h) specifically allowed BOCs one year from the 

date of enactment to comply with the requirements of Section 272. Similarly, 

the FCC has recognized that a non-272-compliant affiliate may properly 

transition to 272 compliance by simply complying "with the separate affiliate 

requirements of section 272 and the Commission's rule~."~ Qwest has 

undergone a similar transitional period. 

Q: PLEASE EXPLAIN. 

A The Qwest family of companies has spent the last three months transitioning 

QCC to be Section 272 compliant so that it could serve as its new Section 

272 subsidiary. Transition activities commenced immediately after the 

decision was made to make QCC the new Section 272 affiliate. These 

activities included such things as realigning employees from the BOC and 

the 272 Affiliate to the Services Company who would be providing 

In re Applications of Ameritech Cop. and SBC Communications, Inc. for Consent to Transfer Control of 
Corporations Holding Commission Licenses and Lines Pursuant to Sections 214 and 310(d) of the 
Communications Act and Parts 5, 22 ,24 ,25 ,  63, 90, 95, and 101 of the Commission's Rules, CC Docket 
No. 98-141, Memorandum and Onler, FCC 99-279 (rel. Oct. 8, 1999) (Y3BCLAmedech Merger Ofdef) ,  
Appendix Cat n. 40 (contemplating that the structure of the advanced services affiliate contemplated by the 
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1 governance and administrative services to the family of Qwest companies, 

2 writing contractual arrangements between the BOC and the 272 Affiliate, 

3 evaluating transactions, reviewing pricing, ensuring posting, training 

4 employees about the 272 affiliate rules, and meeting all other requirements 

5 of Section 272 as soon as possible. The BOC now has processes in place 

6 to meet all eight statutory requirements in Section 272 for QCC, the 272 

7 Affiliate, 

8 V. SECTION272 

9 

10 

11 

12 

13 

14 

The BOC Complies with Section 272(a) - Separate Affiliate Requirement 

Q: PLEASE DESCRIBE SECTION 272(a) AND EXPLAIN HOW THE BOC 

COMPLIES WITH THIS SECTION OF THE ACT. 

A Section 272(a) of the Act states that any interLATA long distance service that 

originates from a BOC customer in a state within its region shall be provided 

through an affiliate that is separate from the BOC. The BOC complies with 

15 the separate affiliate requirement of Section 272(a). 

16 

17 

18 

19 

Qwest Corporation is a BOC within the meaning of the Act. Therefore, the 

BOC will not provide in-region interLATA services originating within the BOC 

14 state region as long as the structural separation obligation of Section 272 

applies to this activity. In fact, the 272 Affiliate is already the fourth largest 

order is not sufficient to serve as a section 272 affiliate, but that such an affiliate may be brought into 
compliance and serve as the 272 affiliate upon receipt of 271 approval). 
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interLATA provider nationwide. Nonetheless, because of the merger with U S 

WEST, Qwest Communications International, Inc. was required to divest itself 

of all of its in-region interLATA business. ' 

When the BOC receives Section 271 approval from the FCC, interLATA long 

distance service originating from within each of the seven states will be 

offered exclusively through the 272 Affiliate. The 272 Affiliate, a wholly owned 

subsidiary of the Services Company, is fully separate from the BOC. The 

Services Company is a wholly owned subsidiary of Qwest Communications 

International, Inc. The BOC owns no stock in the 272 Affiliate; nor does the 

272 Affiliate own any stock of the BOC. See Exhibit MES-1 for an illustration 

of the BOC structure. The testimony of Ms. Judith L. Brunsting contains 

further explanation of the structure and organization of the 272 Affiliate. 

The BOC is Prepared to Comply with Section 272(b) - Structural and 
Transactional Requirements 

Q: PLEASE DESCRIBE SECTION 272(b) OF THE ACT. 

A Section 272(b) places five structural and transactional requirements on the 

interactions between the BOC and 272 Affiliate. These separate affiliate 

requirements are addressed in further detail in CC Docket 96-149, the Non- 

' See In rn Qwesr Communications International Inc. and U S  WEST, Inc.; Applications for Transfer of 
Control of Domestic and International Sections 214 and 310 Authorizations and Applications to Transfer 
Control of a Submarine Cable Landing License, CC Docket No. 99-272, Memorandum Opinion and Order, 
FCC 00-231 (rei. June 26,2000), ("Divestiturn Ofdm") 
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Accounting Safeguards Orderss, and CC Docket 96-1 50, the Accounting 

Safeguards Order.6 

Q: WHAT ARE THE FIVE REQUIREMENTS OF SECTION 272(b)? 

A Specifically, Section 272(b) requires that the 272 Affiliate: 

1. Operate independently from the BOC; 

2. Maintain books, records, and accounts in the manner prescribed by 

the FCC that shall be separate from the books, records, and 

accounts maintained by the BOC; 

3. Have separate officers, directors, and employees from the BOC; 

4. Not obtain credit under any arrangement that would permit a 

creditor, upon default, to have recourse to the assets of the BOC; 

and, 

5. Conduct all transactions with the BOC on an arm's length basis, 

with all such transactions reduced to writing and available for public 

inspection. 

See In the Matter of Implementation of the Non-Accounting Safeguards of Section 271 and 272 Of the 
Communications Act of 1934, as amended, CC 96-149, First Report and Order and Futther Notice Of 
Proposed Rulemaking, FCC 96-489 (rel. December 24,1996). 
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1 These five requirements formalize some of the well-known tenets of 

2 corporate law. They also provide the FCC with measurable indicators that 

3 the BOC and the 272 Affiliate operate independently. 

4 Section 272(b)(1) - Operate Independently 

5 Q: PLEASE STATE THE REQUIREMENT OF SECTION 272(b)(1). 

6 A :  

7 

8 Q: 

9 

10 

11 A: 

12 

13 

14 

15 

16 

17 

18 

Section 272(b)(1) provides that the BOC and 272 Affiliate shall operate 

independently. 

DOES THE CORPORATE STRUCTURE PROVIDE ANY BASIS ON WHICH 

TO CONCLUDE THAT THE BOC AND THE SECTION 272 AFFILIATE ARE 

OPERATING INDEPENDENTLY? 

Corporate law and the theory of corporations as separate independent 

entities can be traced far back in legal history. This theory of independence 

provides the presumption that corporations, as separate entities, are able to 

conduct business and enter into contracts and obligations, while limiting the 

liability of shareholders and owners. It is very difficult to overcome this 

presumption of the corporation as a separate entity. 

In limited, very rare circumstances, courts have relied upon a doctrine known 

as "piercing the corporate veil" to look beyond the corporate form and hold a 

' In the Matter of Implementation of the Telecommunications Act of 7996: Accounting Safeguards Under the 
Telecommunications Act of 7996, CC Docket No. 96-150, Report and Order, FCC 96-490 (rel. December 
24, 1996). 
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parent company responsible for the activities of its subsidiary. The BOC and 

the 272 Affiliate do not have a parentlsubsidiary relationship; rather they are 

brothedsister corporations. While courts have been willing to impose the 

liabilities of one corporation upon another, they have been reluctant to do so 

except in instances where the entities have failed to follow any notion of the 

requisite corporate formalities. Only when the failure results in such a close 

relationship between the two companies that one is, in essence, the "alter 

ego" of the other, have courts imposed the liabilities of one corporation upon 

the other. Otherwise, as a matter of law, two corporations, each with its own 

board of directors, are deemed to have an independent existence. Given 

these basic tenets, the BOC and the 272 Affiliate are clearly two separate 

and distinct corporations. 

Q: PLEASE EXPLAIN HOW THE BOC COMPLIES WITH THIS 

REQUIREMENT. 

A The BOC and the 272 Affiliate currently operate independently and in 

compliance with the requirements of the Non-Accounting Safeguards 

Orders. The BOC and the 272 Affiliate do not and will not jointly own 

telecommunications switching or transmission facilities, or the land or 

buildings where those facilities are located for so long as such a restriction 

applies under the rules. 
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Not only is there no joint ownership of network facilities, but no switching and 

transmission facilities have been transferred to the 272 Affiliate. Moreover, 

on a going-fotward basis, the BOC will be monitoring asset transfers on a 

quarterly basis beginning March 31, 2001, to insure compliance with Section 

272( b) (1 ). 

Section 272(b)(1) includes the additional rules associated with the 

performance of operation, installation or maintenance (UOl&M") functions. 

Neither the BOC nor any Qwest affiliate performs any OI&M functions on 

behalf of the 272 Affiliate's switching and transmission facilities. Similarly, 

the 272 Affiliate does not perform such functions associated with the BOC 

facilities. To ensure Qwest continues to meet this requirement, the Services 

Company conducted extensive one on one training with over approximately 

fifty Network department leaders. 

The BOC satisfies the Section 272(b)(1) requirement for operational 

independence and will remain in compliance for as long as this requirement 

is in effect. 

Section 272(b)(2) - Separate Books, Records, and Accounts 

Q: PLEASE DESCRIBE SECTION 272(b)(2) AND EXPLAIN HOW THE BOC 

COMPLIES WITH THESE REQUIREMENTS. 
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A: Section 272(b)(2) requires that the BOC maintain separate books, records, 

and accounts from the 272 Affiliate in the manner prescribed by the FCC. 

The BOC and the 272 Affiliate are separate legal entities and as such the 

accounting records of the two entities are not commingled. 

Q: DESCRIBE THE SPECIFIC SAFEGUARDS IN PLACE TO MAINTAIN 

SEPARATE BOOKS, RECORDS AND ACCOUNTS. 

A: Several safeguards are utilized to create system security, controls, and 

procedures that insure the BOC and the 272 Affiliate's accounting records 

are separate. The BOC processes its financial transactions on systems 

designed to recognize the unique entity code assigned to the BOC. It is 

simply not possible for one entity to enter transactions using an entity code 

belonging to another entity, such as the 272 Affiliate. Further, the 272 

Affiliate currently uses a separate general ledger system to create its own 

set of books. 

The BOC and the 272 Affiliate do not share a common Chart of Accounts. 

The BOC Chart of Accounts, which is based on the FCCs Uniform System 

of Accounts for Telecommunications companies ("USOA"), is attached as 

Confidential Exhibit MES-2. See Ms. Judith Brunsting's testimony for the 

272 Affiliate's Chart of Accounts. 
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Security measures require each employee of the Qwest family of companies 

to be assigned a unique User ID. Once a User ID is assigned, the employee 

submits a request form, signed by his or her supervisor, for approval by the 

system control group before access is granted to any specific financial 

systems. If the employee has a job that requires access to specific systems, 

the control group enables the employee’s User ID to access the particular 

data sets or applications needed. System edits are entity-specific requiring 

that, when accessed, a system will post data only if the correct combinations 

of User ID, entity code, and account and responsibility code are entered. 

Additional system edits are designed to provide meaningful controls based 

on the information and reporting needs of the entity; therefore, data fields 

that are valid and have meaning for one entity may not be valid for another 

entity. 

This combination of system security, controls and procedures ensures 

separateness by requiring each company to have its own books, keep its 

own records, and have its own Chart of Accounts. At the same time, 

processing on common consolidating financial systems permits consolidated 

reporting at the Qwest Communications International, Inc. level as required 



1 

2 

3 Q: 

4 

5 

6 A: 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 
- 

Seven State Collaborative 271 Workshops 
Qwest Corporation 

Testimony of Marie E. Schwartz 
Page 17, March 30,2001 

for Federal and State tax, as well as Securities and Exchange Commission 

(“SEC”) purposes and is an acceptable practice. under Section 272.’ 

WHAT ADDITIONAL EVIDENCE IS THERE THAT THE BOC AND THE 272 

AFFILIATE MAINTAIN SEPARATE BOOKS, RECORDS AND 

ACCOUNTS? 

The BOC follows Generally Accepted Accounting Principles (“GAAP”) and 

regulatory accounting rules as required by the FCC. The BOC’s books, 

records, and accounts are maintained in accordance with USOA, Part 32.27, 

and Part 64.901 , Allocation of Costs. Annual reports are filed publicly via the 

FCC’s Automatic Reporting and Management Information Systems 

(“ARMIS) and are accompanied by the report of independent accountants, 

Arthur Andersen, L.L.P. (“Arthur Andersen.”)8 

The testimony of Ms. Judith L. Brunsting further describes the accounting 

practices of the 272 Affiliate, its Chart of Accounts, and other evidence that 

establishes that the 272 Affiliate’s books, records, and accounts are 

separate from those of the BOC. 

See General Standard Procedures For Biennial Audits Required Under Section 272 of the 
Communications Act of 1934, As Amended, As of December 16, 1998. (YBiennial Audit 
Procedures? at Objective 11, Procedure 1. 

In FCC Docket No. 99-253, Report and Order issued In The Matter of Comprehensive Review of the 
Accounting Requirements and ARMIS Reporting Requirements for Incumbent Local Exchange Carriers: 
Phase I, the FCC changed the requirement that large ILECs obtain an annual financial audit. Instead they 
gave carriers the option of choosing an attest examination or financial audit every two years covering the 
prior two-year period. The order was effective March 2,2000, thus the auda engagement for the year 2000 
will be combined with 2001 and the report will be issued in 2002. 
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The BOC will continue to maintain books, records, and accounts that are 

separate from the 272 Affiliate and comply with Part 32, Part 64, and the 

Accounting Safeguards Order for so long as this requirement is in effect. 

Section 272(b)(3) - Separate Officers, Directors, and Employees 

PLEASE DESCRIBE SECTION 272(b)(3) AND EXPLAIN HOW THE BOC 

COMPLIES WITH THIS SECTION OF THE ACT. 

Section 272(b)(3) requires that the BOC and the 272 Affiliate have separate 

officers, directors, and employees. The 272 Affiliate’s president is not an 

officer of the BOC, nor is any BOC officer or employee also an officer or 

employee of the 272 Affiliate. As long as this requirement of Section 272 

applies, no officer or director of the BOC will simultaneously be an office: or 

director of the 272 Affiliate. See Exhibit MES-3 for the officer list of the 

BOC. 

The BOC and the 272 Affiliate also have separate employees, paid from 

separate payrolls. I have overseen the comparison of payroll registers of the 

BOC and the 272 Affiliate to ensure no employee appears on both payrolls. 

A comparison of the BOC and the 272 Affiliate officer lists, and a payroll 

comparison, satisfies the FCC’s test for Section 272(b)(3) compliance? 

’ Bell Atlantic New York Order 1409, SBC Texas Order, 1 407 
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1 Q: HAS QWEST INSTITUTED ADDITIONAL SAFEGUARDS TO ENSURE 

2 SEPARATENESS OF EMPLOYEES? 

3 A Yes, employees at Qwest apply for jobs through a process that is similar to 

4 

5 

6 

7 

8 

external hiring process when they move from one organization to another, or 

from one company to another. In order for an employee to "transfer" from 

one affiliate to another, the employee must be terminated and re-hired. 

Employees are required to return assets such as pagers, cell phones, etc. 

and have them re-issued in accordance with the hiring company's practices. 

9 

10 

Q: DO BOC EMPLOYEES PROVIDE SERVICES TO THE 272 AFFILIATE AND 

IF SO, HOW IS SEPARATENESS MAINTAINED? 

11 A: Yes, BOC employees who provide services to the 272 Affiliate do so under 

12 

13 

14 

15 

16 

17 

18 

19 

contract. These transactions under contract are conducted at "arm's length," 

reduced to writing, and available for public inspection consistent with Section 

272(b)(5). The Master Services Agreement (UMSA") constitutes the general 

agreement for services provided by the BOC to the 272 Affiliate. The MSA 

requires the BOC to perform its obligations as an independent contractor and 

not as an agent or employee of the 272 Affiliate. See Article 6 of the MSA, 

which is included as Exhibit MES-4. The MSA is available on the Qwest 

Communications International, Inc. Internet Home Page at 

20 

21 Accounting Safeguards Order. 

http://www.qwest.com/about/~olicv/docs/qcc.ovewiew.htmI as required by the 
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Again, the BOC and the 272 Affiliate currently satisfy the requirement to have 

separate officers, directors, and employees. The BOC and the 272 Affiliate 

will continue to do so for as long as required under Section 272. 

Section 272(b)(4) - No Recourse to the BOC’s Assets 

Q: PLEASE DESCRIBE SECTION 272(b)(4) AND EXPLAIN HOW THE BOC 

COMPLIES WITH THIS SECllON OF THE ACT. 

A Section 272(b)(4) prohibits the 272 Affiliate from obtaining credit under any 

arrangement that would permit a creditor, upon default, to have recourse to 

BOC assets. Qwest Communications International, Inc. employs three 

mechanisms to comply with this requirement. 

First, the BOC is capitalized separately from other Qwest affiliates. 

Second, the BOC issues its own direct financial obligations, principally 

commercial paper, notes, and bonds, to fund its operations. The BOC’s 

commercial paper and long-term debt are rated separately from the other 

financial obligations of Qwest Communications International, Inc. by the 

rating agencies further evidencing the separation between the BOC’s 

funding and that of the rest of Qwest Communications International, Inc.’s 

operations. Funding for all other Qwest entities, including the 272 Affiliate is 

provided by financial obligations issued by Qwest Capital Funding, Inc. 

(QCFI), a separate subsidiary of Qwest Communications International, Inc., 
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1 which guarantees the debt issued by QCFI. Neither the debt obligations 

2 issued by QCFI nor the guarantee by Qwest Communications International, 

3 Inc. provides creditors recourse to the assets of the BOC. 

4 Third, neither Qwest Communications International, Inc., nor the BOC, have 

5 co-signed a contract or any other instrument that would allow the 272 

6 

7 

Affiliate to obtain credit in a manner that grants the creditor recourse to the 

BOC’s assets in the event of a default by the 272 Affiliate. The BOC will 

8 continue to satisfy this Section 272 requirement for as long as it applies. 

9 Section 272(b)(5) - Transactions at Am’s Length, In Writing and Publicly 
10 Available 

11 Q: PLEASE DESCRIBE SECTION 272(b)(5) AND ITS PURPOSE. 

12 A: Section 272(b)(5) requires that all transactions between the BOC and the 272 

13 Affiliate be conducted at arm’s length, reduced to writing, and available for 

14 

15 

16 

17 

public inspection. The purpose for this requirement is to assist the FCC in 

determining that such transactions are conducted in compliance with FCC 

accounting rules and to make sure such services are available to third parties 

consistent with the non-discrimination requirements of Section 272(c). 
- 

18 Q: HOW HAS THE BOC IDENTIFIED AFFILIATE TRANSACTIONS IN ORDER 

19 TO DEMONSTRATE COMPLIANCE WITH FCC ACCOUNTING RULES 

20 AND MAKE APPROPRIATE TRANSACTIONS AVAILABLE TO THIRD 

21 PARTIES? - 
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A: All services provided by the BOC to the 272 Affiliate are either tariffed 1 

2 services or services provided under separate contract. Tariffed services have 

3 always been a matter of public record. Contracted services between the 

4 BOC and the 272 Affiliate have been identified and priced according to FCC 

5 rules. These services were initially identified through the company’s affiliate 

6 transaction processes. These processes were supplemented during the 

7 transition from Qwest Long Distance to the 272 Affiliate by engaging Arthur 

8 Andersen as loaned staff to meet Section 271 procedural schedules. Arthur 

9 Andersen met with key personnel and conducted over 150 interviews to 

10 ensure that all transactions had been identified. 

11 Q: PLEASE DESCRIBE HOW THE BOC AND 272 AFFILIATE PURCHASE 

12 NON TARIFFED SERVICES, FACILITIES AND INFORMATION FROM 

13 EACH OTHER AND EXPLAIN HOW THOSE TRANSACTIONS ARE 

14 DOCUMENTED. 

15 A Processes have been established for the 272 Affiliate to purchase non- 

- 16 tariffed products, services, facilities and information (collectively “services”) 

17 under contract. Such transactions are documented in the form of MSAs and 

18 work orders. The MSA, attached as Exhibit MES-4, contains the general 

19 articles governing the way the BOC and the 272 Affiliate conduct business 

20 when the BOC provides services to the 272 Affiliate. Work orders are the 
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1 mechanisms used to document the specific transactions provided under 

2 these contracts and contain detailed rates, terms, and conditions. 

3 

4 

Similarly, the SA contains the general articles governing the way in which the 

272 Affiliate provides services to the BOC. Task orders are the mechanisms 

5 

6 

used to document the specific transactions provided under these contracts 

and contain detailed rates, terms, and conditions. Business unit affiliate 

7 

8 

9 

managers are responsible for administration and billing of services contained 

in these work orders and task orders. All agreements are subject to FCC 

Part 32.27 Affiliate Transaction rules. 

10 Q: HAS THE BOC INSTITUTED ADDITIONAL CONTROLS TO REVIEW 

11 TRANSACTIONS WITH THE 272 AFFILIATE? 

12 

13 

14 

A: Yes, the BOC has instituted an additional control to review transactions 

between the BOC and the 272 Affiliate known as the Compliance Oversight 

Team. This team is made up of regulatory accounting, legal and public 

15 

16 

17 

18 

19 in Exhibit MESd. 

policy experts, of which I am a member. The Compliance Oversight Team 

reviews these services to insure compliance with Section 272(b)(5) and the 

nondiscrimination safeguards included in Section 272(c). The charter of the 

Compliance Oversight Team, which describes its responsibilities, is included 

- 
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1 Q: HOW WILL THE TRANSACTIONS BETWEEN THE BOC AND THE 

2 SECTION 272 AFFILIATE BE MADE AVAILABLE FOR PUBLIC 

3 INSPECTION? 

4 A: The BOC will post its Section 272 transactions on the Internet within ten (1 0) 

5 days of being executed by both parties, in accordance with the rules of 

6 Section 272(b)(5) and the Accounting Safeguards Order. Transactions 

7 between the BOC and Qwest Long Distance are located on the Qwest 

8 Communications International, Inc. lntemet site on the Qwest Long Distance 

9 web page. 

10 Transactions identified between the BOC and the 272 Affiliate (UQCC”) from 

11 the merger date of June 30,2000 to December 31,2000 have been posted 

12 on the QCC web page. I will refer to these transactions as “Phase I” 

13 transactions. These transactions consist of the MSA, Services Agreement 

14 (“SA”), work orders and task orders, as described later in my testimony. 

15 New services identified after December 31, 2000, will be referred to as 

16 “Phase I I ”  transactions. Transactions processed as a result of the Arthur 

17 Andersen interviews are also included in Phase II. All transactions 

18 

19 

20 page. 

processed to date are available for public inspection and posted on the 

Qwest Communications International, Inc. Internet site on the QCC web 
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It is important to note that the BOC has taken a conservative approach 

concerning transactions with the 272 Affiliate. While QCC (“272 Affiliate”) 

was not designated a Section 272 affiliate until January 2001, the BOC has 

identified and posted any transactions identified with QCC (“272 Affiliate”) 

back to the Qwest-U S WEST merger date on June 30, 2000. This is 

further evidence of the BOC’s commitment to Section 272 Compliance. 

Any IXC will be able to view the transactions, evaluate the rates, terms and 

conditions of the offering, and decide whether it is interested in obtaining the 

same service from the BOC. In addition to contracts, the section labeled 

“tariff rated services” provides a description of the services that the 272 

Affiliate purchases out of the BOC’s tariffs. This section also contains a hot 

link to another Internet site where the tariffs themselves can be found. 

- 

In addition, posted in the section labeled ”terminated transactions” is a 

reference to prior year or expired transactions. This link refers to records the 

BOC keeps on file that contain detailed billing information between the BOC 

and its 272 Affiliate. This billing information is simply back-up detail 

calculating out the predetermined rates (disclosed on the website) with the 

basis for pricing, i.e., hours, headcount, level of employee expertise 

providing the service, etc. (also disclosed on the website.) The back up 

billing detail is compared to services listed in the Cost Allocation Manual 

(((CAM”) to ensure a complete record and is reconciled to the FCC’s ARMIS 
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report. Prior year transactions are available for inspection at the BOC's 

principal place of business under confidential agreement. 

Terminated contracts will remain listed in this section under the link labeled 

"Expired Agreements" for one year after the date of termination. All 

transactions will be accompanied by an officer testimony stating that the 

BOC complies with the Section 272(b)(5) requirement to post and make 

public all transactions between the 272 Affiliate and the BOC, as required in 

the Accounting Safeguards Order. 

To meet the "arm's length" requirement, the 272 Affiliate will place orders for 

tariffed services in the same manner as other interexchange carriers, and 

those orders will be processed by an IXC Sales Executive Team account 

representative in a nondiscriminatory manner. 

Q: WILL ALL TRANSACTIONS BE REDUCED TO WRITING, POSTED ON 

THE INTERNET AND AVAILABLE FOR PUBLIC INSPECTION? 

A Yes, the BOC will represent transactions on the Qwest Communications 

International, Inc. Internet site by posting agreements, work orders and task 

orders within ten (10) days of being executed by both parties. Collectively, 

these agreements will contain service descriptions, terms and conditions, as 

well as the rates used for billing transactions between the BOC and the 272 

Affiliate for services performed. To date, Qwest Corporation and Qwest 
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Communications Corporation have two agreements, over twenty work 

orders, and task orders executed to document the arm's length relationship. 

All existing work orders and task orders are available for public inspection 

and posted on the Internet, as required, at the Qwest Communications 

International, Inc. Internet Home Page at 

http://www .qwest .com/about/policv/doc%cc. ove tview . ht m I, the contents of 

which are intended to be a part of this record. Past transactions including 

tariffed services and asset transfers are also posted on this web site. 

The BOC has made Section 272 transactions available for public inspection 

since the FCC's Accounting Safeguards Order, issued August 12, 1997. 

Upon issuance of FCC Order No. 96-150, the BOC captured transactions 

dating back to February 8, 1996, the date of the Telecommunications Act of 

1996. Although some transactions have been removed from the web site 

because they were terminated or superceded by subsequent agreements, 

the transactions are still available for public inspection at the BOC's principal 

place of business. 

Q: DESCRIBE THE FCC'S TEST FOR EVALUATING COMPLIANCE WITH 

THE POSTING REQUIREMENTS. 

http://www
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The FCC evaluates the sufficiency of a BOC’s Internet disclosures by 

referring to its ARMIS filings, CAM and its CAM Audit workpapers.1° The 

BOC has performed these reconciliations for Qwest Long Distance for the 

year ended December 31, 2000 to ensure that they agree. These 

reconciliations will be performed on an annual basis. In addition, the FCC 

notes that postings will undergo “a thorough and systematic review in the 

Section 272(d) Biennial Audit, which will insure that any failure to post 

sufficient detail are identified in time for remedial action”.” 

1 

2 

3 

4 

5 

6 

7 

0 

A: 

9 Q: PLEASE SUMMARIZE HOW THE BOC COMPLIES WITH ALL OF THE 

10 PROVISIONS OF SECTION 272(b). 

11 A 

12 

13 

14 

15 

16 

17 

10 

In summary, the BOC and the 272 Affiliate have processes in place to satisfy 

the provisions of Section 272(b). They operate independently in compliance 

with the Non-Accounting Safeguards Order, CC Docket 96-1 49; maintain 

separate books and records; have separate officers, directors, and 

employees; and obtain debt financing independently. The BOC also 

satisfies the FCC’s requirements for affiliate transactions. Transactions 

between the BOC and the 272 Affiliate are tariffed and/or represented by 

contracts that are made publicly available and will be posted on the Internet. 

lo Bell Atlantic New York Order, 7 41 1, SBC Texas Order, 7403 

” Bell Atlantic New York Order, 412, SBC Texas Order, 11405, SBC Kansas/Oklahorna Order, 
1260 
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1 These transactions are accounted for in compliance with FCC rules as 

2 described in Part 32, Section 32.27, and the Accounting Safeguards Order. 

3 
4 Nondiscrimination Safeguards 

The BOC has Processes in Place to Satisfy Section 272(c) - 

5 Q: PLEASE DESCRIBE THE REQUIREMENTS OF SECTION 272(c) OF THE 

6 ACT. 

7 A: Section 272(c) requires the BOC to treat the 272 Affiliate in the same manner 

8 it treats other interexchange carriers. 

9 Section 272(c)(1) prohibits the BOC from discriminating between the 272 

10 

11 

12 standards. 

Affiliate and any other IXC in the provision or procurement of goods, services, 

facilities, and information (collectively "services"), or in the establishment of 

13 Q: HOW DOES THE BOC COMPLY WITH SECTION 272(c)(l)? 

14 

- 15 

16 

17 

18 

19 

A The BOC is committed to providing its services to the 272 Affiliate on a 

nondiscriminatory basis. The 272 Affiliate is required to contact its IXC Sales 

Executive Team representative at the BOC to obtain services available to 

every interexchange carrier. Standard offerings provided to the 272 Affiliate 

will be extended to unaffiliated interexchange carriers under the same terms 

and conditions, and at the same rates. Non-standard services and services l 

20 that have not previously been offered outside the corporate family undergo a 
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review process before being offered to the 272 Affiliate on a 

nondiscriminatory basis. 

The 272 Affiliate does not currently have access to the BOC’s Operation 

Support Systems (“OSS”). These systems are used to support local retail 

efforts (e.g., ordering and pre-ordering interfaces, repair and maintenance, 

etc.) related to local exchange services, and are available only to 

Competitive Local Exchange Carriers (“CLECs”). If the 272 Affiliate were to 

obtain CLEC status at some time in the future, the BOC would require it to 

access OSS interfaces in the same manner as other CLECs. This would be 

in keeping with the BOC’s current practice, which requires the 272 Affiliate to 

access services through its IXC Sales Executive Team representative. 

Q: WILL NON TARIFFED SERVICES PURCHASED BY THE SECTION 272 

AFFILIATE BE AVAILABLE TO UNAFFILIATED ENTITIES? 

A: Yes, as stated previously, each non-tariffed service available to the 272 

Affiliate is reduced to writing in a stand-alone contract, or MSA and 

associated work order. With the exception of joint marketing services, which 

will not be subject to nondiscrimination, these services will be also available 

to unaffiliated entities under the same terms, conditions and at the same 

rates. All future transactions between the BOC and the 272 Affiliate will also 

be reduced to writing and made available on the Internet. 
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Q: DOES THE BOC PURCHASE SERVICES FROM AN AFFILIATED 

SERVICES COMPANY? 

A: Yes, the BOC purchases services from a shared service affiliate, the 

Services Company, which provides services to the Qwest family of 

companies. See Exhibit MES-6 for a current list of shared services provided 

to the BOC. These services satisfy the FCC’s requirements by being 

accounted for under the appropriate non-structural safeguards.12 

Q: WHEN THE 272 AFFILIATE PURCHASES SERVICES FROM THE BOC, 

WHAT PROCESSES ARE FOLLOWED? 

A: In the normal course of business, when the 272 Affiliate identifies a need for 

services from the BOC, it submits a service request form to its IXC Sales 

Executive Team representative. The IXC account representative acts as the 

Single Point of Contact (USPOC“) .on behalf of the BOC. For service 

requests not covered by an existing tariff, MSA and related Work order, or 

stand-alone contract, the SPOC submits the request to the FCC/Regulatory 

Compliance Manager (“Compliance Manager“) for review. The Compliance 

Manager then contacts the 272 Affiliate employee making the request and 

the affected BOC business unit to gather additional information. Once the 

service request is clarified, the Compliance Manager facilitates a meeting 

with the Compliance Oversight team. This Compliance Oversight team 
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evaluates the request and assesses the BOC’s nondiscrimination obligation 

concerning the requested service. The Compliance Oversight team provides 

an obligation assessment to the affected BOC business unit, which then 

decides whether it will provide the service to the 272 Affiliate on a 

nondiscriminatory basis, or not provide it at all. This rigorous review process 

ensures that the BOC satisfies the requirement to provide services to the 

272 Affiliate on a nondiscriminatory basis as required under Section 

272(c)(1) and is illustrated in Exhibit MES-7. This process further ensures 

that all services provided to the 272 Affiliate are submitted such that a work 

order can be written and priced accordingly, fulfilling the requirement under 

Section 272( b) (5). 

PLEASE DESCRIBE SECTION 272(c)(2) AND HOW THE BOC WILL 

COMPLY WITH THIS SECTION. 

Section 272(c)(2) requires the BOC to account for all transactions with the 

272 Affiliate in accordance with accounting principles designated or 

approved by the FCC. The BOC satisfies this requirement for transactions 

with the 272 Affiliate. 

The BOC’s books are kept in compliance with GAAP and regulatory 

accounting rules as required by the FCC. Affiliate transactions are recorded 

in compliance with Part 32, Uniform System of Accounts for 

l2 SBC Texas Order, 7 408, SBC KansadOklahoma Order, 7 261 
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Telecommunications Companies, specifically the Affiliate Transactions rules 1 

2 of Part 32.27 as modified by the FCC in the Accounting Safeguards Order, 

3 and Part 64, Subpart 1, Allocation of Cost. 

4 Q: PLEASE DESCRIBE THE FCC'S AFFILIATE TRANSACTION RULES. 

5 A: The FCC has promulgated affiliate transactions rules that were amended in 

6 the Accounting Safeguards Order. The rules apply the following valuation 

7 hierarchy to the BOC's transactions with the 272 Affiliate: 1) tariff rates 

8 apply to tariffed services; 2) for non-tariffed services, Prevailing Company 

9 

10 

Price ("PCP") is presumed for services subject to the nondiscrimination rules 

of Section 272 because rates must be made available to both the 272 

11 Affiliate and third parties on similar terms; and 3) services that are neither 

12 tariffed nor offered at PCP are valued at fully distributed cost ("FDC") or fair 

13 market value (UFMV"), whichever is higher for services provided to the 272 

14 Affiliate by the BOC, and whichever is lower for services provided to the 

15 BOC by the 272 Affiliate. 

16 Q: WHAT OTHER EVIDENCE SHOULD BE CONSIDERED REGARDING THE 

~ 17 BOC'S COMPLIANCE WITH 272(c)(2)? 

18 A The BOC files reports publicly via the FCC's Automatic Reporting and 

19 Management Information Systems ("ARMIS") each year. The audit opinion 

20 of the BOCs auditor, Arthur Andersen, which is filed with the ARMIS Report 
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43-03 (also known as the Joint Cost Report), certifies that the BOC complies 

with GAAP and the FCC accounting rules. While this audit, known as the 

Joint Cost Audit, does not focus specifically on the relationship between the 

BOC and the 272 Affiliate, the sample base of affiliate transactions include a 

review of general administrative type services that are provided between the 

two companies. Therefore, the statement of compliance rendered by Arthur 

Andersen as part of that audit is general in nature and concludes, based on 

the sample, that the BOC complies with the affiliate transactions rules in all 

material respects. As I indicated earlier in my testimony, the FCC has 

considered historical results of the annual Joint Cost Audit in order to assess 

Section 272 Compliance in Section 271 app1i~ations.l~ Neither the FCC's 

review of the BOC's accounting information nor the audits conducted by 

independent auditors have revealed discrepancies with the BOC's corporate 

- 

accounting procedures for affiliate transactions in the past three years." 

Additionally, the BOC files a 10K report with the Securities and Exchange 

Commission each year. The 10K includes an auditor's opinion stating that 

the BOC's financial statements are prepared in compliance with GAAP. The 

BOC also files its CAM with the FCC annually. These filings and the Joint 

Cost audit provide assurance that the BOC accounts for all transactions in 

accordance with the accounting principles approved by the FCC. 

l3 Bell Atlantic New York Order, 7 41 1, SBC Texas Order, %' 406 
l4 SBC Texas Order, n 406 
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PLEASE SUMMARIZE HOW THE BOC HAS DEMONSTRATED THAT IT 

WILL COMPLY WITH SECTION 272(c). 

The 60C has provided evidence that it is prepared to comply with Section 

272(c). The 272 Affiliate must obtain services like any other IXC. These 

services are documented, priced, and posted according to the requirements 

set out in Section 272 (b)(5). Therefore, the BOC has sufficiently 

demonstrated that it has implemented the proper internal controls and 

processes to satisfy the requirements of Section 272(c).15 

The BOC will Satisfy Section 272(d) - Biennial Audit 

PLEASE DESCRIBE SECTION 272(d) AND EXPLAIN HOW THE BOC 

PLANS TO COMPLY WITH THIS SECTION OF THE ACT. 

Section 272(d) requires that, once the BOC receives 271 authority, it must 

obtain and pay for a joint FederaVState audit every two years. An 

independent auditor must determine whether the company has complied 

with :he requirements of Section 272 and the regulations promulgated under 

Section 272. In particular, the audit is designed to determine whether the 

company has complied with the separate accounting requirements of 

Section 272(b). The FCC has chosen to fulfill the audit requirement by 

selecting a type of audit known in the accounting industty as an “agreed- 

‘s SBC Texas Order, n 410 
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upon-procedures” audit. A joint FederaVState biennial audit oversight team 1 

2 will determine the scope of each audit. The biennial audit is required in 

3 addition to the annual Joint Cost audit. The Biennial Audit procedures are 

4 attached as Exhibit MES-8. These procedures will serve as a template or 

5 starting point for the FederaVState biennial audit oversight team and the 

6 independent auditor. 

7 Q: WHEN WILL THE FIRST BIENNIAL AUDIT BE CONDUCTED? 

8 

9 

10 

11 

12 

13 

14 

A The first biennial audit will be conducted 12 months after the BOC receives 

its first Section 271 approval. The BOC will engage an independent auditor 

to conduct the biennial audit according to the audit requirements agreed 

upon by the FederaVState biennial audit oversight team. The BOC will 

cooperate to the fullest extent possible in providing any data necessary to 

assist the auditor in accomplishing its objective. The results of these audits 

will be provided to the FCC and state regulatory commissions as required. 

15 

16 THE RECORDS? 

Q: WILL THE FCC AND STATE COMMISSION STAFFS HAVE ACCESS TO 

17 A: Yes, the auditor and the state Commission Staffs will have access to the 

18 financial accounts and records of the BOC and the 272 Affiliate, as 

19 

20 

necessary, to verify that all transactions conducted between them are 

appropriate under the specific requirements of Section 272. The FCC and 
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state Commission Staffs will have access to the working papers and 

supporting materials of the auditor who performs the audit with appropriate 

protection for proprietary information. 

The biennial audit acts as an additional control to ensure the BOC complies 

with the requirements in Section 272. The FCC has placed reliance on the 

existence of the biennial audit in consideration of Section 271 applications.” 

The BOC Complies with Section 272(e) - Fulfillment of Certain Requests 

Q: PLEASE DESCRIBE SECTION 272(e). 

A: Section 272(e) contains four express requirements ensuring that the BOC 

treats the 272 Affiliate similarly to other lXCs with respect to special and 

switched access. 

Q: WHAT ARE THE FOUR REQUIREMENTS? 

A Specifically, Section 272(e)(1) provides for nondiscriminatory provision of 

telephone exchange service and exchange access for unaffiliated entities; 

Section 272(e)(2) prohibits the BOC from providing any facilities, services, or 

information concerning its provision of exchange access to the 272 Affiliate 

” Bell Atlantic New York Order, 1 412, SBC Texas Order, n 406, SBC Kansas/Oklahoma Order, 
7260 



Seven State Collaborative 271 Workshops 
Qwest Corporation 

Testimony of Marie E. Schwartz 
Page 38, March 30,2001 

1 unless such facilities, services, or information are made available to other 

2 providers of interLATA services under the same terns and conditions; 

3 

4 

Section 272(e)(3) requires the BOG to charge the 272 Affiliate, or impute to 

itself, rates for telephone exchange service and exchange access that are 

5 no less than the amount that would be charged to any unaffiliated 

6 interexchange carrier for such service; and, 

7 Section 272(e)(4) allows the BOC to provide in-region interLATA or 

8 intraLATA facilities or service to the 272 Affiliate only if such services or 

9 facilities are made available to all carriers at the same rate and under the 

10 same terms and conditions. 

11 

12 SECTION 272(e)? 

Q: HOW DOES THE BOC COMPLY WITH THE FOUR REQUIREMENTS OF 

13 A: The BOC does not and will not discriminate in favor of the 272 Affiliate in the 

14 provision of telephone exchange service or exchange access. Upon 

obtaining Section 271 approval in each state, the 272 Affiliate will obtain - 15 

16 

17 

18 

such services from the BOC under the same tariffed terms and conditions as 

are available to unaffiliated interexchange carriers. The 272 Affiliate will 

contact its Sales Executive Team representative for these tariffed services 

19 through the same procedures that are available to other interexchange 
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carriers. The IXC representatives will process orders in a nondiscriminatory 

manner 

Section 272(f) - Sunset 

Q: PLEASE DESCRIBE SECTION 272(f). 

A Section 272(f)(1) provides sunset provisions for manufacturing and long 

distance. It requires that the provisions of Section 272 (other than 

subsection (e)) shall cease to apply three years after the date that the BOC 

or the 272 Affiliate is authorized to provide in-region interlATA services, 

unless the FCC extends the period by rule or order. 

Section 272(f)(2) provides sunset provisions for interlATA information 

services of the BOC four years after the enactment of the Act, unless the 

FCC extends the period by rule or order. 

Section 272(f)(3) preserves the authority of the FCC to prescribe safeguards 

consistent with the public interest, convenience, and necessity under any 

other section of the Act. 

The BOC will adhere to the requirements of Section 272(c) through Section 

272 (9 of the Act until those provisions have expired. 
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The BOC is Prepared to Satisfy Section 272(g) -Joint Marketing 

Q: PLEASE DESCRIBE SECTION 272(g) AND EXPLAIN HOW THE BOC 

WILL COMPLY WITH THIS SECTION OF THE ACT. 

A Section 272(g)(1) prohibits the 272 Affiliate from marketing or selling 

telephone exchange services of the BOC except under the same conditions 

as are available to other similarly situated entities. The 272 Affiliate will not 

market telephone exchange services unless the BOC permits other entities 

offering the same or similar services to market and sell its telephone 

exchange services . 

Section 272(g)(2) prohibits the BOC from marketing or selling in-region 

interlATA services provided by the 272 Affiliate within each state until the 

272 Affiliate is authorized to provide in-region interLATA services in that 

state. However, it is critical to recognize that once the BOC obtains Section 

271 approval, the BOC and the 272 Affiliate may jointly market services 

without regard to the nondiscrimination provisions of Section 272(c). 

In compliance with the terms of the divestiture plan as approved by the FCC 

on June 26, 2000, the BOC does not currently market or sell in-region 

interlATA services, and will not until the 272 Affiliate is authorized to provide 

such services under Section 271. When permitted, the BOC and the 272 

Affiliate will market and sell in-region interLATA services pursuant to arm’s 

length agreements, reduced to writing, available for public inspection, and 
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1 accounted for in accordance with the then effective rules required by the 

2 FCC. 

3 

4 with these provisions. 

The BOC understands the requirements of Section 272(g) and will comply 

5 The BOC Satisfied Section 272(h) - Transition 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 its in-region intertATA business.” 

Q: PLEASE DESCRIBE SECTION 272(h) AND EXPLAIN WHY THIS SECTION 

DOES NOT APPLY TO THE BOC. 

A: Section 272(h) gave the BOG one year from the date of enactment of the Act 

to comply with the requirements of Section 272. This transition period was 

provided in the event that the BOC, formerly U S WEST Cmmunications, 

Inc., was engaged in interLATA infomation or interlATA long distance 

services, as well as manufacturing. The BOG has satisfied this section of 

the Act because U S WEST Communications, Inc. was not engaged in any 

of these activities in February 1996. Further, because of the Qwest-U S 

WEST merger, Qwest Communications International, lnc. divested itself of 
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VI. EDUCATION AND AWARENESS EFFORTS TO ENSURE COMPLIANCE 

Q: PLEASE DESCRIBE THE EDUCATION AND AWARENESS EFFORTS THE 

BOC HAS UNDERTAKEN TO ENSURE EMPLOYEES WILL CONTlNUE 

TO COMPLY WITH SECTION 272. 

A: The BOC has instituted process changes to ensure that it conducts business 

subject to the provisions of Section 272. The BOC has also continued to 

inform and educate employees about those process changes, as well as the 

Act and related FCC Orders. 

Each year employees in the Qwest family of companies are required to 

undergo annual corporate Code of Conduct training, and to certify their 

understanding of and compliance with company policies including regulatory 

requirements. This annual compliance training includes a reference to 

affiliate transactions, as well as other requirements concerning appropriate 

employee behavior. See Exhibit MES-9. 

Annual Code of Conduct training was supplemented with specific Section 

272 requirements and delivered to the BOC, the 272 Affiliate, and Services 

Company management employees via email with a link to the company’s 

internal web site and is attached as Exhibit MES-10. This training 

emphasizes the Section 272 transaction and nondiscrimination requirements 

and provides an email mailbox specifically for Section 272 related questions 

called “ask272Qqwest.com.” 

http://ask272Qqwest.com
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The BOC is also conducting targeted training to employees who conduct 

business with the 272 Affiliate, specifically the Sales Executive Team 

representatives. See Exhibit MES-11. This training reinforces the process 

the 272 Affiliate must go through to order service from the BOC as detailed 

earlier in my testimony. 

BOC employees must treat the 272 Affiliate like any other IXC. To reinforce 

employee awareness and facilitate nondiscrimination, the BOC employees 

and 272 Affiliate employees will be physically separated. This separation will 

be accomplished by using separate buildings, separate floors, or floors with 

restricted access. In addition, the Services Company has deployed a color 

coding scheme such that BOC, 272 Affiliate, and Services Company 

employees display different colors on employee badges and office name 

plates to indicate the company they work for. The "blue" dot on my badge 

and nameplate distinguishes me as a BOC employee. 

WHAT OTHER PROGRAMS ARE AVAILABLE FOR INFORMING 

EMPLOYEES? 

Qwest Communications International, Inc. also offers a Corporate 

Compliance Advice line for reporting all compliance issues, including any 

suspected violations of Section 272. The hotline number is 1-800-333-8938. 

Any employee can call this number for answers to corporate compliance 

questions or to report suspected violations. 
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In 1998, the BOC began implementing an education plan specifically 

targeted at increasing employee awareness and understanding of Section 

272 requirements and this education effort is ongoing. In addition, for 

employees involved in processing affiliate transactions, the Methods for 

Affiliate Transactions (“MAT”) training manual includes Section 272 specific 

instructions. The MAT is attached as Confidential Exhibit MES-12. The 

Services Company, the BOC, and the 272 Affiliate continue to hold one on 

one training sessions as needed to focus specifically on the compliance 

requirements related to Section 272 and the Accounting Safeguards Order. 

The BOC will continue to ensure that once Section 271 approval is obtained, 

business with the 272 Affiliate will be conducted in compliance with Section 

272. 

- 

VII. CONCLUSION 

Q: PLEASE SUMMARIZE YOUR TESTIMONY. 

A The FCC’s stated purpose in developing a record of Section 272 compliance 

in the BOC’s Section 271 application in the states is to review past and 

present practices in order to make a predictive judgement that the BOC is 

prepared to c a w  out the requirements in Section 272. Present practices as 

described in my testimony confirm that the BOC’s relationship with the 272 

Affiliate will be consistent with Section 272 requirements. By providing 

sufficient evidence that it is prepared to conduct business subject to the 
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rules of Section 272, the BOC has satisfied the FCC’s test for Section 272 

approval. 

The BOC has demonstrated that it understands its obligations under Section 

272. In addition, the BOC has demonstrated that it has established 

sufficient controls to comply with each specific requirement of Section 272 

upon approval for the 272 Affiliate to offer originating interLATA services in 

each of the seven states. 

Q: DOES THIS CONCLUDE YOUR TESTIMONY? 

A Yes, it does. 
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CONFIDENTIAUPROPRIETARY INFORMATION 
CLASSIFICATION RATIONALE 

F Descriptionflitle of Information: QWEST CORPORATION CHART 1 

ACCOUNTS 

ConfidentiaI/Proprietary Designation Rationale: 

This exhibit categorizes the Chart of Accounts for Qwest Corporation. The 
detailed subaccounts listed in this document contain confidential information 
about revenue streams and cost categories. Because this information would be 
valuable to Qwest Corporation’s competitors, it is proprietary. 

- .  

. .  . .  
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QWEST CORPORATION 
OFFICERS 

James A. Smith - President 
Robert Tregemba - Senior Vice President - Network 
Mark Schumacher - Vice President & Controller 
Beth Halverson - Vice President -Wholesale 
Mark Pitchford - Vice President - Retail Markets 
Kamelia Davidson - Assistant Secretary 

0 Jennifer Pettus - Assistant Secretary 

DIRECTORS 

0 Augustine M. Cruciotti - Director 
0 James A. Smith - Director 
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MASTER SERVICES AdREEUrWVT 
Q W T  GORPORATiON 

AN0 
W E S T  C0MWNICA'FK)MS CORPOK4TlOM 

THE AGREEMEN7 is made as d PW first day of by and Between. 

Qwlpot Commuikatknr Cwporriion (hereinafter 'QCC') 

ARFICLE .1 
RESCRIPTION OF SERVICES 

January 18,2001/dbd/MSA Master 
Gwest Corporation/oweSt Communications Corporation 
CDS-010117-0012/C 
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ARTICLE 3 
BILLING 

A. Qwest Corp shall submit invoices to QCC for Services provided in accordance with the terms and 
conditions of this Agreement on a monthly basis unless otherwise specified in the Work Order. 
QCC shall notify Qwest Corp of the address to which invoices are to be sent. 

Invoices shall include the following billing information as a minimum: B. 

1. Invoice number 
2. Payment due date 
3. Date of Service 
4. Description of charges 
5. Applicable taxes 
6. Total charge 

ARTICLE 4 
INDEPENDENT CONTRACTOR 

Qwest Corp hereby declares and agrees that it is engaged in an independent business and will perform its 
obligations under this Agreement as an independent contractor and not as the agent or employee of QCC; 
that Qwest Corp does not have the authority to act for QCC or to bind QCC in any respect whatsoever, or 
to incur any debts or liabilities in the name of or on behalf of QCC; that any persons provided by Qwest 
Corp shall be solely the employees or agents of Qwest Corp under its sole and exclusive direction and 
control. Qwest C o p  and its employees or agents are not entitled to QCC's unemployment insurance 
benefits as a result of performing under this Agreement. Qwest Corp shall be solely responsible for all 
matters relating to payment of its employees and agents, including compliance with worker's 
compensation, unemployment, disability insurance, social security withholding, and all other federal, state 
and local, rules and regulations. Qwest Corp shall indemnify and hold QCC harmless from any causes of 
action arising out of Qwest Corp's liability to its employees or agents. 

- 

ARTICLE 5 
PROPRIETARY INFORMATION 

Solely for the purposes of providing Services under this Agreement, each party grants to the other a 
nonexclusive, nontransferable license to use information provided by the other. Neither party shall publish, 
circulate, or otherwise distribute or disclose any such information that is marked proprietary or confidential 
to any third party other than its affiliates and its consultants who have executed a confidentiality agreement 
unless and until (1) the original disclosing party has consented to such disclosure and such third party 
executes a Confidentiality agreement containing terms substantially similar to the ones contained in this 
Agreement, (2) such information has come into the public domain through no fault of QCC or Qwest Corp, 
-(3) such information is otherwise in the possession of QCC or Qwest Corp free of any obligation of 
confidentiality, or (4) such party is required to do so by regulatory mandate. 

Any third party information provided by QCC or Qwest Corp to the other party shall be deemed QCC or 
Qwest Corp information according to its source and shall be treated accordingly. If such information is 
subject to a separate agreement with a third party, the party receiving information agrees to hold and use 
the information in strict accordance with the separate agreement, provided it has knowledge of the 
separate agreement, unless otherwise instructed in writing by the party providing the information. 

I January 18,2OOI/dbd/MSA Master 
I Qwest Corporation/Owast Communications Corporation 
I COS-01 01 17-0012k 
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ARTICLE 6 
INDEMNIFICATION 

A. Qwest Corp shall indemnify and hold harmless QCC, its owners, parents, subsidiaries, affiliates, 
agents, directors and employees against all Liabilities to the extent they arise from or in 
connection with: (1) the fault or negligence of Qwest Corp, its officers, employees, agents, 
subcontractors and/or representatives; and/or (2) the furnishing, performance or use of any 
Services under this Agreement or any product liability claims relating to any Services; and/or (3) 
failure by Qwest Corp, its officers, employees, agents, subcontractors and/or representatives to 
comply with the Article entitled "Compliance with Laws;" and/or (4) assertions under workers' 
compensation or similar employee benefit acts by Qwest Corp or its employees, agents, 
subcontractors, or subcontractors' employees or agents. 

QCC shall indemnify and hold harmless Qwest Corp, its owners, parents, subsidiaries, affiliates, 
agents, directors and employees against all Liabilities to the extent they arise from or in 
connection with: (1) the fault or negligence of QCC its officers, employees, agents, 
subcontractors and/or representatives; and/or (2) the furnishing, performance or use of any 
Services under this Agreement or any product liabillty claims relating to any Services: and/or (3) 
failure by QCC, its officers, employees, agents, subcontractors and/or representatives to comply 
with the Article entitled "Compliance with Laws," and/or (4) assertions under workers' 
compensation or similar employee benefit acts by QCC or its employees, agents, subcontractors, 
or subcontractors' employees or agents. 

9. 

ARTICLE 7 
LIMITATION OF LIABILITY 

Neither patty is liable to the other for consequential, incidental, indirect, punitive or special damages, 
including commercial loss and loss profits, however caused and regardless of legal theory or 
foreseeabillty, directly or indirectly arising under this Agreement. Notwithstanding the foregoing, the 
parties are liable in accordance with the provisions of this Agreement and this limitation of liability shall not 
apply to the indemnification obligations under this Agreement. 

ARTICLE 8 
REGULATORY SUPPORT 

This agreement shall comply with all state statutes and regulations, and Qwest Corp shall bear the 
financial risk if it does not. The parties agree that to the extent Qwest Corp is under the regulation of 
federal or state agencies, QCC will provide cooperation and support for Qwest Corp's response to 
regulatory inquiries or discovery requests concerning this Agreement or relationships derived from this 
Agreement. 

January 18.2001ldbdlMSA Master 
Owest Corporation/oWest Communications Corporation 
CDS-010117-0012/~ 
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ARTICLE 9 
COMPLIANCE WITH LAWS 

A. The parties shall obtain and maintain at its own expense all permits and licenses and pay all fees 
required by law with respect to any Services and/or performance of this Agreement. The parties 
shall, in connection with performance of and Services under this Agreement, comply with all 
applicable federal, state, and local laws, ordinances, rules, regulations, court orders, and 
governmental or regulatory agency orders ("Laws"), including, without limitation: 

1. The Communications Act of 1934, as amended and all rules, regulations and orders 
issued in connection with that Act and this Agreement shall, to the greatest extent 
possible, be construed to be consistent with the same. 

2. Laws relating to non-discrimination in employment, fair employment practices, equal 
employment opportunity, employment opportunities for veterans, non-segregated 
facilities, and/or employment of the disabled, except to the extent a party is exempt 
therefrom; and the Laws and contract clauses required by those Laws to be made a part 
of this Agreement are incorporated herein by this reference. 

The Laws referred to in the Article entitled 'Independent Contractor". 3. 

Qwest Corp acknowledges that Purchase(s) and/or Confidential Information ("Exports") may be 
subject to U.S. and applicable foreign export laws or regulations. Qwest Corp shall perform its 
obligations under this Agreement in a manner consistent with the requirements of all applicable 
U.S. and all applicable foreign laws and regulations, including the U.S. export laws and 
regulations, the Foreign Corrupt Practices Act, and anti-boycott laws, and U.S. export laws and 
regulations prohibiting the unauthorized export or re-export of certain items to residents of 
countries listed in U.S. Export Administration Regulations. 

The requirements of this Article shall survive the expiration, termination or cancellation of this 
Agreement. All provisions of this Article shall also apply to all subcontractors, and similar terms 
shall be included in all Qwest Corp's contracts with subcontractors. 

B. 

- 

C. 

ARTICLE 10 
NOTICES 

Where written notices, demands, or other communications are required under this Agreement, they shall 
be deemed duly given when made in writing and delivered to the other party's address listed below. 
Addresses may be changed by written notice to the other party. Notices shall be delivered by hand, 
overnight courier service or certified mail, return receipt requested. Notification will be deemed to have 
taken place upon delivery, if delivery is by hand, overnight courier service or five (5) calendar days after 
posting if sent by certified mail. 

Qwest Communications Corporation Qwest Corporation 
Attention: Contract Manager 
Contract Development & Services 
7800 East Orchard Road, Suite 250 
Englewood, CO 801 1 1-2526 

Attention: Contract Specialist 
Contract Development & Services 
7800 East Orchard Road, Suite 250 
Englewood, CO 801 1 1-2526 

January 18,2001/dW/MSA Master 
Owest Corporation/Qwest Communications Corporatm 
COS4101 17-001 2k 
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ARTICLE 11 
DISPUTE RESOLUTION 

A. Any claim, controversy or dispute which arises between the parties, their agents, employees, 
officers, directors or affiliates ("Dispute") which the parties are unable to settle through 
consultation and negotiation may be mediated under the Commercial Mediation Rules of the 
American Arbitration Association ("AAA") by a mutually acceptable mediator. Any Dispute which 
cannot be resolved through negotiation or mediation shall be resolved by binding arbitration as 
provided in this Article. The arbitrability of claims shall be determined under the Federal 
Arbitration Act, 9 USC Secs. 1-16. Notwithstanding the foregoing, the parties may cancel or 
terminate this Agreement in accordance with its terms and conditions without being required to 
follow the procedures set forth in this Article. 

B. A single arbitrator engaged in the practice of law, who is knowledgeable about the subject matter 
of this Agreement and the matter in Dispute, shall conduct the arbitration under the rules of the 
AAA then in effect, except as otherwise provided herein. The arbitrator shall be selected in 
accordance with AAA procedures from a list of qualified people maintained by the AAA. The 
arbitration shall be conducted in Denver, Colorado, and all expedited procedures prescribed by 
the AAA rules shall apply. The laws of Colorado shall govern the construction and interpretation 
of this Agreement. The arbitrator's decision and award shall be final, conclusive and binding, and 
judgment may be entered upon it in accordance with applicable law in any court having jurisdiction 
thereof. 

C. Either party may request from the arbitrator injunctive relief to maintain the status quo until such 
time as the arbitration award is rendered or the Dispute is otherwise resolved. The arbitrator shall 
not have authonty to award punitive damages. Each party shall bear its own costs and attorneys' 
fees, and the parties shall share equally the fees and expenses of the mediator and arbitrator. 

If any party files a judicial or administrative action assertw claims subject to arbitration, as 
prescribed herein, and another party successfully stays such at'ion and/or compels arbitration of 
said claims, the party filing said action shall pay the other party's costs and expenses incurred in 
seeking such stay and/or compelling arbiiration, including reasonable attorneys' fees. 

Qwest Cop agrees that in the event of any Dispute between the parties, it will continue to provide 
Services without interruption. 

- 

D. 

E. 

January 18,2001/dbd/MSA Master 
Owest Corporation/Owest Communications Corporation 
CDS-O10117-0012/C 
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ARTICLE 12 
SEVERABILITY 

0 4  Cwpontion ,-t Commuokrtiano CetporPtion 

January 18,2001ldbdlMSA Master 
Qwest CorporatbdQwest Communications Corporation 
CDS-O10117-0012k 

e 
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Exhibit A 

1 Original Summary of Services 0 Amendment ( # 1 0 Terminated Services0 Asset Transfer 

For services provided or assets transferred: from -to- Qwest Cornoration to -from.- -, a Qwest affiliate. 
Is the Qwest affiliate a Section 272 subsidiary: - 

Description of Services Provided or Assets T d e r r e d  

Effective Date: Termination Date (if applicable): 

Estimated Annual RevenuedExpenses to Qwest Corporation or Gross Book Value, listed by Primary USOA Account: 
Amount: Account: 
.$ 

Methodology of Assigning Qwest RevenuedExpenses to the States: 
UStandard company prorates 
mother (Please explain below and specify the percentage assigned to each state.) 

Assets transferred at higher-or lower -of net book value or fair market value. 
Net book value by state: $ 
Fair market value by state: $ 

Expected Pricing Methodology for Services: -. - Tariff 
-Rates in publicly filed agreements submitted to a state commission pursuant to Section 252(e) 
- Prevailing Company Price 
-Higher of Fully Distributed Cost or Fair Market Value 
- Lower of Fully Distributed Cost or Fair Market Value 

For Transactions with Section 272 Subsidiaries, Please Provide the Following Information: 

SDecial EauiDment: 
Number of Personnel Reauired: 
Titleh) of Personnel and Level of ExDertise: 
ExDected Freauency: Daily 
Pricinp: See addendum for the actual prices charged. 
Approved By: 
Qwest Corporation 
Signed: Signed: 

Printed Name: Printed Name: 

Name of Qwest Affiliate: 

Title: Title: 

Date: Date: 

Comments: 

January 18 .2001 /dWSA Master 
Owest CorporatiodQwest Communications Corporation 
CDS-010117-0012/~ 
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Seven State Collaborative 272 Workshops 
Qwest Corporation 

Exhibits of Marie E. Schwartz 
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COMPLIANCE OVERSIGHT TEAM CHARTER 



Arizona Corporation Commission 
Docket No. T-000008-97-0238 

Qwest Corporation 
Exhibits of Marie E. Schwartz 

272 Compliance Oversight Team 
Charter 

Date Established: October 1,2000. Replaces 272 Working Team 

Membership: Betty Knapp - Director, FCC Regulatory Accounting 
Patricia Taylor - Director, State Regulatory Accounting 
Blair Rosenthal - Legal Counsel 
Mane Schwartz - 272 Witness 
Kathy Little - 272 Support Team 
Robin Terry - 271/272 Support Team 
Scott Hamilton - Affiliate Transaction Support 
Debi Adams - Compliance Manager, Policy and Law 
Carol Schaben - 272 Support Team 
Joyce McDonald - 272 Support Team 

Core Objectives: 
1. Facilitate Overall compliance integration of new 272 

subsidiary 

2. Review all requests for services from 272 subsidiarj for 
compliance with: 

0 Affiliate Transaction Rules 
0 Nondiscrimination Safeguards 

3. Review web posting processes for compliance with: 
0 10day rule 
0 Adequate disclosure 
0 Accuracy 

4. Review processes to insure separate officers, directors 
and employees: 

5. Insure appropriate documentation is generated for all 
review activities. 

Meeting Schedule: Every other Thursday at 2:OO Mountain or as needed 



Seven State Collaborative 272 Workshops 
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Exhibits of Marie E. Schwartz 
Exhibit MES-6 

The BOC Services Purchased from Qwest Services Corporation 

Executive Man age m en t 
Corporate Finance and Accounting 
Marketing Sales & Service 
Human Resources 
Legal Services 
Network Planning 
Marketing Intelligence 
Product Planning 
Public Policy 
Public Relations 
Treasury Services 
Trust Management 
Business Planning 
Risk Management 
Corporate Environmental Health & Safety 
Security 
Corporate Library 
Records Management 
Lease Management 
Insurance Staff 
Compliance 
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PROCESS FLOWCHART FOR THE 272 AFFILIATE SERVICE REQUESTS 



- QWEST CORPORATION QWEST COMMUNICATIONS CORPORATION (QCC) 
PROCESS FLOW FOR PRODUCTSlSERVlCEllNFORMATION REQUESTS 
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BIENNIAL ENGAGEMENT PROCEDURES 

INTRODUCTION 

Background 

amended, requires that a Bell Operating Company (BOC) set up one 
or more separate affiliates before engaging in manufacturing 
activities, in-region interLATA services, and interLATA 
information services. Also, before engaging in the provision of 
in-region interLATA services, a BOC or an affiliate of the BOC 
must meet the requirements of Section 271 of the Communications 
Act of 1934 and must receive approval by the Federal 
Communications Commission (FCC). A BOC required to operate a 
separate affiliate under Section 272 must obtain 1 and pay for a 
joint Federal/State audit every two years. 

engagements performed by certified public accountants (CPAs) and 
the FCC staff's past experience in the Cost Allocation Manual 
(CAM) audits, we believe that it would be in the best interest of 
all the partiss concerned that this audit be an Agreed-Upon 
Procedures (AUP) Engagemer-t. The American Institute of Certified 
Public Accountants (AICPA) defines an AUP engagement as, "one in 
which a practitioner is engaged by a client to issue a report of 
findings based on specific procedures performed on the subject 
matter of an assertion.n2 The objective of an AUP engagement is 
to present specific findings to assist users in evaluating an 
entity's compliance with specified requirements. 
include the federal and state regulators as well as the companies 
responsible for obtaining and paying for the biennial audits. 

biennial audit, the Federal/State Biennial Oversight Group 
-(Oversight Group), which is comprised of staff members from state 
regulatory agencies and the FCC, is responsible for the nature, 
timing and exten.t of the AUP. The Oversight Group will be 
subdivided into Regional Oversight Teams (Oversight Teams), one 
for each Regional Bell Operating Company (RBOC). 
be comprised of two members from the FCC and members of the State 

1. Section 272(a) of the Communications Act of 1934, as 

2. After having considered all types of audits and 

The users 

3 .  As the primary users of the joint Federal/State 

Each team will 

47 U.S.C. 272(d) 
AT 600.03 Codification of Statements on Standards for 

Attestation Engagements, published by the American Institute of 
Certified Public Accountants. 
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Commissions who have chosen to participate in this project and 
who have jurisdiction over that RBOC. 
for reviewing the conduct of the engagement and, after discussion 
with the BOC and its Section 272 affiliate, for directing the 
practitioner to take such action as the team finds necessary to 
achieve each objective. 
for the engagement as listed in Section 53.209(b) of the FCC 
Rules and indicates the nature, timing and extent of the AUP for 
each requirement. 
not based on the concept of materiality; therefore, the 
practitioner must report all errors or discrepancies discovered 
while performing the AUP engagement. 

Each team is responsible 

The text below provides the requirements 

It should be noted that AUP engagements are 

COMPLIANCE REQUIREMENTS 

4. The requirements for the biennial audits are contained 
in 47 U.S.C. Section 272(b), (c), and (e) of the Communications 
Act of 1934, as amended, and in 47 C.F.R. Section 53.209(b) of 
the FCC Rules and Regulations. 
requirements: 

Below is a listing of those 

Structural Requirements 

The separate affiliate required under Section 272 of the 
Act: 

I. 

11. 

111. 

IV . 

Shall operate independently from the Bell operating company; 

Shall maintain books, records, and accounts in the manner 
prescribed by the Commission that are separate from the 
books, records, and accounts maintained by the Bell 
operating company; 

Shall have officers, directors, and employees that are 
separate from those of the Bell operating company; 

May not obtain credit under any arrangement that would 
permit a creditor, upon default, to have recourse to the 
assets of the Bell operating company; 

Accounting Requirements 

The separate affiliate required under Section 272 of the 
Act: 

Shall conduct all transactions with the Bell operating V. 
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IX. 

X. 

XI. 

company on an arm's length basis with the transactions 
reduced to writing and available for public inspection. 

The Bell operating company: 

VI. Shall account for all transactions with the separate 
affiliate in accordance with the accounting principles and 
rules approved by the Commission. 

Nondiscriminatory Requirements 

The Bell operating company: 

VII. May not discriminate between the separate affiliate and any 
other entity in the provision or procurement of goods, 
services, facilities, and information, or the establishment 
of standards; 

VIII.Shal1 fulfill any requests from unaffiliated entities for 
telephone exchange service and exchange access within a period no 
longer than the period in which it provides such telephone 
exchange service and exchange access to itself or its affiliates; 

Shall not provide any facilities, services, or information 
concerning its provision of exchange access to the Section 
272 affiliate unless such facilities, services, or 
information are made available to other providers of 
interLATA services in that market on the same terms and 
conditions; 

Shall charge its 
impute to itself 
its own services 

separate affiliate under Section 272, 
(if using the access for its provision of 

or 

~ ) ,  an amount for access to its telephone 
exchange service and exchange access that is no less than 
the amount charged to any unaffiliated interexchange 
carriers for such service; 

May provide any interLATA or intraLATA facilities or 
services to its interLATA affiliate if such services or 
facilities are made available to all carriers at the same 
rates and on the same terms and conditions, and so long as 
the costs are appropriately allocated. 

Related FCC Dockets 

5. These requirements have been clarified and expanded 
upon in several FCC proceedings. 
to further modification in subsequent FCC orders, or in orders on 

These proceedings are subject 
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reconsideration. 
requirements issued by the FCC: 

Below is a list of orders related t o  the above 

CC Docket No. 96-149, In the Matter of Implementation of the Non- 
Accounting Safeguards of Sections 271.and 272 of the 
Communications Act of 1934, as amended; F i r s t  Report  and 
O r d e r  and Further N o t i c e  of Proposed Rulemaking; Released 
December 24, 1996 

CC Docket No. 96-150, In the Matter of Implementation of the 
Telecommunications Act of 1996: 
the Telecommunications Act of 1996; Report and O r d e r ;  
Released December 24, 1996 

Accounting Safeguards Under 

CC Docket No. 96-98, In the Matter of Implementation of the Local 
Competition Provisions in the Telecommunications Act of 
1996; F i r s t  Report  and Order; Released August 8, 
(First Interconnection Order); Second Report and Order and 
Memorandum Opinion and Order; Released August 8 ,  
(Second Interconnection Order) 

1996 

1996 

CC Docket No. 96-115, In the Matter of Implementation of the 
Telecommunications Act of 1996: Telecommunications 
Carriers' Use of Customer Proprietary Network Information 
and Other Customer Information; Second Report  and Order and 
Fur ther  Not ice  of Proposed Rulemaking; Released February 2 6  , 
1998 

- 

6. In addition, the FCC has opened the following pending 
dockets which may, if applicable to the activities of the BOC, 
result in additional regulations surrounding the 
Nondiscriminatory Requirements: 

CC Docket No. 96-254, In the Matter of Implementation of Section 
273 of the Communications Act of 1934, as amended by the 
Telecommunications Act of 199'6; Notice of proposed 
Rulemaking; Released December 11, 1996 
manufacturing by BOCs - "Manufacturing NPRM" ) (to examine 

CC Docket No. 98-56, RM-9101, In the Matter of Performance 
Measurements and Reporting Requirements for Operations 

Support Systems, Interconnection, and Operator Services and 
Directory Assistance; Notice of Proposed Rulemaking; 
Released April 17, 1998 (to examine a proposed methodology 
by which access to incumbent LEC operations support systems 
is measured and reported to ensure nondiscriminatory, just, 
and reasonable treatment of new local telephone service 
providers - "OSS NPRM") 
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ENGAGEMENT PLAN 

Engagement Period 

AUP engagement shall cover the first 12 months of operations 
commencing on the date the first Section 271 approval is obtained 
to provide in-region interLATA services, or at such time a Bell 
operating company first commences manufacturing operations, or 
begins providing interLATA information services. 
will also cover all assets since the date of inception of the 
Section 272 affiliate, which shall be the date when it, or its 
predecessor, was incorporated or the date when it first had 
assets. In the case of in-region interLATA services, if Section 
271 approval is obtained, for example, on May 1 and operations 
begin on June 10, the engagement will cover the 12-month period 
of operations beginning May 1 through April 30. The planning and 
preliminary work for the engagement may commence prior to the end 
of the 12-month period of operations. The first biennial audit 
will cover all services for which a separate affiliate is 
required under Section 272(a)(2) and includes all states in which 
Section 271 approval has been obtained. 

7. In order to facilitate meaningful data collection, the 

The engagement 

Sampling 

after the initial survey of the Section 272 affiliate. Where 
indicated and appropriate, the practitioner will select a 
statistically valid sample using random and stratified sampling 
techniques with the following parameters: a desired confidence 
level equal to 95% and a desired upper precision limit equal to 
5% with an expected error rate of 1%. The Oversight Team will 
approve the sampling plan, after consulting with the BOC, when 
reviewing the detailed procedures written by the practitioner. 

9. Generally, the practitioner should consider all data 
and information falling within the engagement period; however, 
unless otherwise stated in this document or accepted by the 
‘Oversight Team, the practitioner should obtain data and 
information as of the latest period available during the 
engagement period. 

8 .  The sampling sizes and methodologies will be determined 

Definitions 

10. Throughout this document the BOC is mentioned as being 
one of the entities being analyzed. 
assigns to an affiliated entity ownership of any network elements 

If the BOC transfers or 
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that must be provided on an unbundled basis per Section 
251(c)(3), such entity will be subject to all of the requirements 
of the BOC. For purposes of this audit, in the event that the 
BOC retails or wholesales any exchange and/or exchange access 
services exclusively through one or more of its subsidiaries or 
affiliates, or through one or more other subsidiaries, divisions, 
etc., of the parent Regional Holding Company, and the same 
services cannot be purchased directly from the BOC, then these 
entities will also be subject to all of the relevant 
nondiscriminatory requirements of objectives VI1 through XI of 
this document. Affiliates that merely resell the BOC's exchange 
services and/or exchange access services or lease unbundled 
elements from the BOC, or engage in permissible joint marketing 
activities (see Section 272(g)(1) of the Act), are excluded from 
these requirements. 

11. The term "affiliate" means a person that (directly or 
indirectlv) owns or controls, is owned or controlled by, or is 
under co&on ownership or control with, another person, For this 
purpose, the term *own" means to own an equity interest (or the 
equivalent thereof) of more than 10 percent. (Section 3 of the 
Communications Act o€ 1934, as amended) 

Conditions of Engagement 

12. The practitioner leading this engagement must be a 
licensed CPA. He/she and his/her team performing the engagement 
must be familiar with the guidelines established for agreed-upon 
procedures, the requirements for this engagement, and its 
objectives. The team performing the engagement should also be 
independent as defined in the Statements on Standards for 
Attestation Engagements at "AT 0100.23, - 2 4 " .  All members of the 
team performing the engagement must have read, understood, and be 
familiar with all of the requirements contained in the following 
documents : 

- Sections 271 and 272 of the Communications Act of 1934, 
as Amended; 

- Section 32.27, Transactions with Affiliates, of the 
FCC's Uniform System of Accounts for Telecommunications 
Companies (USOA) ; 

- The following FCC Dockets: 

a. CC Docket No. 86-111 dealing with the allocation 
of joint costs between the regulated and 
nonregulated activities of the telephone company; 
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b. CC Docket No. 96-149 dealing with the 
implementation of the non-accounting safeguards of 
Sections 2 7 1  and 272 of the Act; 

c. CC Docket No. 96-150 dealing with the 
implementation of the accounting safeguards of 
Sections 271 and 272 of the Act; 

d. CC Docket No. 96-98 dealing with the 
implementation of the local competition provisions 
of the Act (the interconnection orders); 

e. CC Docket No. 96-115 dealing with the use of 
customer proprietary network information; 

f. Pending and/or initiated proceedings, such as CC 
Docket No. 96-254 dealing with manufacturing 
operations; CC Docket No. 98-56 dealing with 
standards for measuring operations support systems 
(OSSI ; 

- BOC's Section 271 application and related FCC approval; 

- State Commissions' orders approving those 
interconnection agreements tested within the 
engagement ; 

- Petitions for arbitration with the BOC for those 
agreements tested within the engagement. 

13. In addition, the practitioner has an affirmative 
obligation to first advise the Joint Federal/State Oversight 
Team, where he/she deems appropriate, of the need to expand the 
scope of the engagement and its procedures in order to provide to 
the users all of the information which they need to determine 
compliance or noncompliance with the various requirements, 
including any additional fees that will be charged the BOC for 
the expanded scope. However, after discussion with the BOC and 
its Section 272 affiliates, the Oversight Team will make the 
final decision where additional procedures are warranted. 

14. The practitioner may use the services of a specialist 
for assistance in highly technical areas. 
not be affiliated in any form,with the BOC or any of its 
affiliates. 

The specialist must 

15. Use of internal auditors must be limited to the 
provision of general assistance and the preparation of schedules 
and gathering of data for use in the engagement. 
circumstances shall the internal auditors perform any of the 

Under no 
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procedures contained in this document. 
in this document must be performed by the independent 
practitioner and his/her staff. 

audit can be used to satisfy any of these biennial audit 
requirements. 
Representation Letters 

(assertion) letters. One representation letter should address 
all items related to operations. 
should address all items of a financial nature. 
representation letter should address that all Section 272 
affiliates have been disclosed. 
representation letter. 

shall be signed by the Chief Operating Officer of the BOC and 
each Section 272 affiliate and shall include the following: 

All procedures contained 

16. No part of the BOC cost allocation manual (CAM) annual 

17 .  The practitioner shall obtain three representation 

And another 
Another representation letter 

Below are details of each 

18. The representation letter related to operations issues 

a. acknowledgement of management responsibility for 

acknowledgement of management responsibility for 

complying with specified requirements; 

establishing and maintaining an effective internal control 
structure over compliance; 

statement that management has disclosed or will 
disclose to the practitioner all known noncompliance up to the 
date of the draft report; 

d. 
documentation related to compliance and noncompliance with the 
specified requirements; 

e. 
communications from regulatory agencies, internal auditors, 
external auditors, external parties (including competitors), and 
other practitioners concerning possible noncompliance with the 
specified requirements, including communications received between 
the end of the period addressed in management's assertion and the 
date of the practitioner's report; 

independently from the BOC, that the BOC does not own any 
facilities jointly with the affiliates, that the BOC does not 
provide any operations, installation, and maintenance functions 
over the facilities owned by the affiliates, or leased by the 
affiliates from unaffiliated entities and that it is not 
providing and did not provide any research and development 

b. 

c. 

statement that management has made available all 

statement that management has disclosed any 

f. statement that each Section 272 affiliate operates 
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activities on behalf of the affiliates; 

g. statement that each Section 272 affiliate has 
separate officers, directors, and employees from those of the 
BOC ; 

h. statement that the BOC has not discriminated 
between the separate affiliate and any other entity in the 
provision or procurement of goods, services, facilities, and 
information, or the establishment of standards; (On the BOC's 
representation letter only) 

i. statement that the BOC subject to Section 271(c) of 
the Act has fulfilled requests from unaffiliated entities for 
telephone exchange service and exchange access within a period no 
longer than the period in which it provides such telephone 
exchange service and exchange access to itself or its affiliates; 
and 

j. statement that the BOC subject to Section 251(c) of 
the Act has made available facilities, services, or information 
concerning its provision of exchange access to other providers of 
interLATA services on the same terms and conditions as it has 
made available to its Section 272 affiliates that operate in the 
same market. 

19. 
shall be signed by the Chief Financial Officer of the BOC and 
each Section 272 affiliate and shall include the following: 

a. statement that each Section 272 affiliate maintains 
separate books, separate records, and separate accounts from 
those of the BOC and that all such books, records, and accounts 
are maintained in accordance with GAAP; 

(On the BOC's representation letter only) 

(On the BOC's representation letter only) 

The representation letter related to financial issues 

b. statement that each Section 272 affiliate has not 
obtained credit under any arrangement that would permit a 
creditor, upon default, to have recourse to the assets of the 
BOC ; 

practitioner all assets transferred or sold and services 
rendered, (i) by the BOC to each Section 272 affiliate, (ii) by 
all central services organizations to each Section 272 affiliate, 
and (iii) by each Section 272 affiliate to the BOC; and that 
these transactions have been accounted for in the required 
manner; 

c. statement that management has identified to the 

d. statement that the BOC subject to Section 251(c) 
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of the Act 
itself (if 
services), 

has charged its Section 272 affiliates, or imputed to 
using the access for its provision of its own 

. _  an amount for access to its telephone exchange service 
and exchange access that is no less than the amount charged to 
any unaffiliated interexchange carriers for such service; (On 
the BOC's representation letter only) 

e. statement that, if the BOC and an affiliate 
subject to Section 2 5 1 ( c )  of the Act make available and/or have 
provided any interLATA facilities or services to its interLATA 
affiliate, such facilities or services are made available to all 
carriers at the same rates and on the same terms and conditions, 
and the associated costs are appropriately allocated; (On the 
BOC's representation letter only) 

f. statement that management has not changed any of 
the BOC processes or procedures (as they relate to transactions 
of any kind with the Section 272 affiliate), since the execution 
of these agreed-upon procedures without apprising the 
practitioner, before the date of the draft report. (On the BOC's 
representation letter only) 

20. The representation letter related to the disclosure of 
all Section 272 affiliates shall be signed by the Chief Financial 
Officer of the B0C.s corporate holding company and shall state 
that each Section 272 affiliate has been identified, accounted 
for in the required manner, and disclosed in the required manner. 

Engagement Process 

21. The general standard procedures contained in this 
document are intended to provide general areas of audit work 
coverage and uniformity of audit work among all regions, to the 
extent possible considering state regulatory and corporate 
differences. They will be used by the BOCs as a guide for 
drafting the preliminary audit requirements, including the 
proposed scope of the audit, as prescribed in Section 53.211(a) 
and (b) of the FCC's Rules and Regulations. Under these rules, 
the BOCs subject to these audits must submit the preliminary 
'audit requirements, including the proposed scope and extent of 
testing to the Oversight Team before engaging an independent 
accounting firm to conduct the biennial audit. 
Team then has 30 days to review the preliminary requirements to 
determine whether they are adequate to meet the audit 
requirements in Section 53.209. We expect the preliminary 
requirements and scope of the audit to be similar to this 
document and to cover all of the areas described in this model. 
The BOC shall not engage any practitioner who has been 

The Oversight 
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instrumental during the past two years in designing any of the 
systems under review in the biennial audit. After the BOC has 
engaged a practitioner to perform the biennial audit, the process 
for drafting detailed procedures is as follows: 

- The Oversight Team and the practitioner will perform a 
joint survey of the affiliate. 
survey is to become acquainted with the company's 
structure, procedures, recordkeeping process, extent of 
affiliate transactions, and process followed by the BOC 
to process orders for services received from 
affiliates, nonaffiliates, and its o m  end-user 
customers. 
to six months after the affiliate has received approval 
to begin operations, or four to six months after the 
affiliate has begun operations where approval is not 
necessary. 

The practitioner will draft detailed procedures 
following the gbidelines set forth by these general 
standard procedures and will submit them for review 
concurrently to all users. 

The Oversight Team will review the detailed procedures 
for consistency and adequacy of audit coverage and will 
approve them within a period of 30 days. 

The purpose of this 

This survey will be conducted between four 

- 

- 

22. Access to companies' proprietary data and discussions 
of findings and facts related to the biennial audit is restricted 
to: (a) FCC staff members, (b) state staff members who by 
statute protect companies' proprietary data, (c) state staff 
members who have signed a protective agreement with the companies 
over which they have jurisdiction, (d) all state staff members of 
any participating state that has confidentiality procedures in 
effect covering all staff and that has the Chairman or designee 
sign the protective agreement on behalf of the entire Commission 
including Commission staff, and, (e) state staff members who have 
not signed the protective agreement, but that the company does 
not object to provide verbal information or written data, 
provided that they do not take possession of such data. Section 
-272 (d) (3) (C) of the Communications Act of 1934, as amended, 
requires that State Commissions implement appropriate procedures 
to ensure the protection of any proprietary information obtained 
in connection with these biennial audits. 

The detailed examination of the transactions may begin 
at such time as the practitioner deems appropriate to complete 
the engagement in accordance with the time schedule set forth in 
the FCC Rules and Regulations of Section 53.211 and Section 
53.213. 

23. 
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24. During the course of the biennial audit, the 
practitioner will inform the Oversight Team well in advance, but 
not less than 10 days, of plans to meet with the representatives 
of the BOC and the affiliate to discuss plans and procedures for 
the engagement, to survey the companies' operations, to overview 
the companies' procedures for maintaining books and records, and 
to discuss problems and findings encountered during the 
engagement. It is not necessary to inform the Oversight Team of 
meetings with the client to ask for clarification and explanation 
of certain items and/or to explore what other records exist and 
for requests of data. The practitioner shall also inform the 
Oversight Team and explain any deviation and or revisions 
necessary to the final detailed procedures immediately after 
having done s o .  The practitioner shall also submit to the Chief, 
Common Carrier Bureau, and shall copy the Oversight Team, any 
accounting or rule interpretations necessary to complete the 
engagement. The practitioner shall advise the Oversight Team of 
the need for more time to complete the engagement in the event 
additional procedures are requested by the Oversight Team (see 
25c. below). 

Timetables 

25. In order to complete this engagement in a timely 
manner, below are time schedules to complete certain tasks: 

a. Within 50  days after the end of the engagement 
period, but prior to diszussing the findings with the BOC or the 
affiliate, the practitioner shall submit a draft of the report to 
the Oversight Team. 

b. The Oversight Team shall have 45 days to review 
the findings and working papers and offer its recommendations, 
comments, and exceptions concerning the conduct of the engagement 
to the practitioner. 

c. If additional procedures are recommended by the 
Oversight Team, the practitioner will advise the Oversight Team 
of any need for additional time to perform such procedures. 
Otherwise, after receiving the Oversight Team's recommendations, 
the practitioner has 15 days to make the appropriate revisions to 
the report and submit the report to the BOC for its comments on 
the findings, and to the Oversight Team. 

d. The BOC shall have 30 days after receipt of the 
report to comment on the findings and send a copy of its comments 
to both the practitioner and the Oversight Team. 
the BOC will also indicate what information in the report it 
deems proprietary and why it should not be released to the 
public. 

At this time, 
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e. The Oversight Team will negotiate with the BOC and 
delete from the final report information deemed proprietary. The 
BOC will provide the Oversight Team a statement where it makes no 
proprietary or confidential claim with regard to any information 
contained in the final biennial engagement report or to any 
comments or reply comments included therein. This statement 
should be signed by the Chief Operating Officers of both the 
Section 272 affiliate and the BOC. 

f. The practitioner shall have 10 days to respond to 
the BOC's comments. The report which contains the procedures 
employed with the related findings, the Oversight Team's 
comments, the BOC's comments, and the practitioner's reply 
comments will comprise the final report. 

g. The report is then filed by the practitioner with 
the FCC and the State Regulatory Agencies participating in the 
joint AUP engagement for concurrent public release. 

h. Interested parties have 60 days from the date the 
report is made available for public inspection to file comments 
with the Commission and/or any State Regulatory Agency. 

Report Structure 

26. The practitioner's report shall present all procedures 
and all findings encountered for each procedure performed, 
regardless of materiality, under each engagement objective. It 
should also contain the following elements: 

a. 

b. 

C. 

d. 

e. 

f. 

A statement indicating that the practitioner is 
independent. 

Identification of the specified users. 

Reference to management assertions and the 
character of the engagement. 

A statement that the procedures performed were 
those agreed to by the specified users identified 
in the report. 

Reference to standards established by the American 
Institute of Certified Public Accountants. 

A statement that the sufficiency of the procedures 
is solely the responsibility of the specified 
users and a disclaimer of responsibility for the 
sufficiency of those procedures. 



g .  A statement that the practitioner was not engaged 
to, and did not, perform an examination of the 
assertion, a disclaimer of opinion on the 
assertion, and a statement that if the 
practitioner had performed additional procedures, 
other matters might have come to his or her 
attention that would have been reported. 

This report becomes a matter of public record via 
the practitioner's filing the final report with 
the FCC and the state regulatory agencies 
participating in the audit for the region. 

A description of any limitations imposed on the 
practitioner by the BOC or any other affiliate, or 
other circumstances that might affect the 
practitioner's findings. 

A description of the nature of the assistance 
provided by specialists and internal auditors. 

h. 

i. 

j. 
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I '  

STANDARDS 

PROCEDURES 

Procedures for Structural Requirements 

OBJECTIVE I. 
under Section 272 of the Act has operated independently of the 
Bell operating company. 

Determine whether the separate affiliate required 

The FCC has issued rules and regulations in CC No. Docket 96-149, 
Implementation of the Non-Accounting Safeguards of Sections 271 
and 272 of the Communications Act of 1934, as amended. Some of 
those rules require that, 

- A BOC and its Section 272 affiliate cannot jointly own 
transmission and switching facilities, broadly defined as 
local exchange and exchange access facilities, or the land 
and buildings where those facilities are located. (47 
C.F.R. Section 53.203(a)(l) and First Report and Order, 
para. 15, 158, 160) 

- A Section 272 affiliate shall not perform operating, 
installation or maintenance functions associated with the 
B O C ' s  facilities. Likewise, a BOC or any BOC affiliate, 
other than the Section 272 affiliate itself, shall not 
perform operating, installation or maintenance functions 
associated with the facilities that each Section 272 
affiliate owns or leases from a provider other than the BOC 
with which it is affiliated. (47 C.F.R. Section 
53.203(a)(2), (3) and First Report and Order, para. 15, 158, 
163 ) 

To the extent that research and development is a part of 
manufacturing, it must be conducted through a Section 272 
affiliate. 
its Section 272 affiliate, the BOC must develop services on 
a nondiscriminatory basis for or with other entities 
pursuant to. Section 272(c)(1). (First Report and Order, 
para. 169) 

- 

If a BOC seeks to develop services for or with 

PROCEDURE S 

1. Inspect the certificate of incorporation, bylaws, and 
articles of incorporation of each Section 272 affiliate to 
determine whether the affiliates were established as 

19 



corporations separate from the BOC. Note the results of 
this procedure. 

2. Obtain and inspect corporate entities' organizational 
chart(s) and confirm with legal representatives of the BOC 
and Section 272 affiliates the legal, reporting, and 
operational corporate structure of the Section 272 
affiliates. Document who owns the Section 272 affiliates 
and to whom do they report to determine the independence of 
the affiliate. 

3 .  Obtain functional organizational chart for each Section 272 
affiliate as of the end of the ninth month of the engagement 
period and document for each department, 

- Number of employees 

- Street address(es) where employees are located 

- Description of functions performed by location. 

4 .  Obtain from each Section 272 affiliate a list and 
description of services rendered to each Section 272 
affiliate, 

- By the BOC (all services) 

- By other affiliates (all services) 

- By unaffiliated companies (operations, installation and 
maintenance only). 

This list should include the location of both the providing 
and receiving entity for all services involving operations, 
installation and maintenance. 

5. From the data obtained in Procedures 3 and 4 ,  identify and 
document which entity performs operations, installation, and 
maintenance functions over transmission and switching 
facilities either owned or leased by each Section 272 
affiliate. Also, identify the street address location where 
these facilities are located and identify whether these 
facilities are owned or leased by each Section 272 
affiliate, and, if leased, from whom they are leased. 

6. Obtain descriptions of research and development (R&D) 
activities of the BOC for the first nine months of the 
engagement period and note any R&D related to the activities 
of each Section 272 affiliate. For R&D related to 
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7.  

activities of each Section 272 affiliate ask BOC personnel 
for more details, such as extent of R&D provided, progress 
reports, cost, and whether the Section 272 affiliate has 
been billed and has paid for this service. Inquire, and 
provide details, as to whether R&D service is offered and/or 
has been performed when requested by unaffiliated entities. 

Obtain as of the end of the ninth month of the engagement 
period the balance sheet of each Section 272 affiliate and a 
detailed listing of all fixed assets which agrees with the 
mount shown in the balance sheet. If the list does not 
agree, inquire and document why. This detailed listing 
should include a full description of each item, date of 
purchase, price paid and recorded, and from whom purchased 
or transferred. Inspect title and other documents, which 
reveal ownership, of a statistically valid sample of 
transmission and switching facilities and the land and 
buildings where those facilities are located. 
make a note of any facilities which are owned jointly with 
the BOC. The balance sheet information obtained in this 
procedure should also be used to perform Procedure 13 under 
Objectives V and VI. 

Look for and 
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I 
OBJECTIVE 11. Determine whether the separate affiliate required 
under Section 272 of the Act has maintained books, records, and 
accounts in the manner prescribed by the Commission that are 
separate from the books, records, and accoupts maintained by the 
Bell operating company. 

In CC Docket No. 96-150, Implementation of the Accounting 
Safeguards Under the Telecommunications Act of 1996, the FCC 
requires that each Section 272 affiliate maintain books, records, 
and accounts, in accordance with generally accepted accounting 
principles (GAAP), and separate from those of the BOC. (Report 
and Order, para. 170) 

1. Obtain the general ledger (G/L) of each Section 272 
affiliate and match the title on the G/L with the name of 
the affiliate on the certificate of incorporation to 
determine that a separate G/L is maintained. Look for 
special codes, if any, which may link this G/L to the G/L of 
the BOC and provide documentation. Note: Linkage at 
corporate headquarters for consolidations is an accepted 
practice. 

2 .  Obtain each Section 272 affiliate's written accounting 
procedures and policies and identify the process for 
recording financial transactions of the Section 272 
affiliate in the G/L; document such transaction flows along 
with key control points. In addition, identify the controls 
related to the proper identification and recording of 
Section 272 affiliate transactions in its separate books of 
account. 

3 .  Obtain the cash receipts and cash disbursement journals and 
related ledgers for the ninth month of the engagement 
period. By random selection trace ten (10) cash receipt and 
ten (10) cash disbursement (including at least 5 payroll) 
transactions to the Section 272 affiliate bank account(s). 
Note name of affiliate on the bank account and whether these 
transactions cleared through this bank account. Compare 
account numbers indicated in the journals to those in the 
general ledger and note any differences. 

4 .  Obtain each Section 272 affiliate's financial statements and 
lease agreements, as of the end of the ninth month of the 
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engagement period. Identify leases for which the annual 
obligation is $500,000 or more. Determine whether these 
leases have been accounted for in accordance with GAAP. 
Determine whether client lease accounting policies are in 
accordance with GAAP. 
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OBJECTIVE 111. Determine whether the separate affiliate required 
under Section 272 of the Act has officers, directors, and 
employees that are separate f r o m  those of the Bell operating 
company. 

STANDARDS 

The FCC in CC Docket No. 96-149, Implementation of the Non- 
Accounting Safeguards of Section 2 7 1  and 272 of the 
Communications Act of 1934, as amended, interprets the above 
requirement further by stating the following: 

- Separate officers, directors, and employees simply 
dictates that the same person may not simultaneously serve as an 
officer, director, or employee of both a BOC and its Section 272 

. affiliate. (First Report and Order, para. 1 7 8 ) .  

1 . Obtain the BOC's and Section 272 affiliates' policies and 
procedures for transfers, sharing, and loan of employees 
between each other. Identify and document the types of 
internal controls that are in place that would prevent one 
from being an officer, or director, or employee of both the 
BOC and Section 272 affiliate at the same time. 

2 .  Inquire and document as to whether each Section 272 
affiliate and the BOC maintain separate boards of directors 
and separate officers. Obtain list of officers and of board 
of directors' names of the BOC and Section 272 affiliate(s) 
for the engagement period and compare and document the names 
appearing on both lists, respectively. Obtain the minutes 
of the meetings of the board of directors for both the BOC 
and Section 272 affiliate(s) for the engagement period and 
compare and document the names appearing on the minutes of 
the BOC and each Section 272 affiliate. 

3.  Obtain the functional organizational chart of each Section 
272 affiliate as of the end of the ninth month of the 
engagement period (see Objective I, Procedure 3 )  and inspect 
it to determine whether any departments report either 
functionally or administratively (directly or indirectly) to 
an officer of the BOC. 

4 .  Obtain payroll registers for the BOC and each Section 272 
affiliate that include the social security numbers of all 
the directors, officers and employees for the ninth month of 
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the engagement period. Compare social security numbers of 
directors, officers, and employees appearing on both lists; 
document those names and/or social security numbers 
appearing on both lists, and inquire and document why. 

the BOC at any time to each Section 272 affiliate, and by 
the use of a statistically valid sample, determine whether 
the company's internal controls inspected in Procedure 1 
have been implemented. Also, interview these employees to 
determine whether they used any proprietary information 
(e.g., customer proprietary network information (CPNI), 
Network Planning Manuals, Plant Traffic Practices, 
Operation, Installation and Maintenance (OI&M) Practices) 
obtained while they were employees of the BOC or whether any 
of the above information is made available to them through 
friends and acquaintances still employed by the BOC. 

Obtain a list of all employees of each Section 272 affiliate 
since February 8 ,  1996, the date of the Act. By the use of 
a statistically valid sample, inspect company's files which 
indicate employees' employment history within the BOC family 
of colmpanies and document whether they were employees of the 
BOC or any of its affiliates at any time. 
number of employees, number of times, and dates each 
employee transferred back and forth between the BOC or any 
other affiliate and the Section 272 affiliate since February 

5. Obtain a list of officers and employees who transferred from 

6. 

Also, document 

a, 1996. 
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OBJECTIVE IV. Determine that the separate affiliate required 
under Section 272 of the Act has not obtained credit under any 
arrangement that would permit a creditor, upon default, to have 
recourse to the assets of the Bell operating company. 

STANDARDS 

The FCC in 47 C.F.R. Section 53.203(d) indicates that a Section 
272 affiliate shall not obtain credit under any arrangement that 
would permit a creditor, upon default, to have recourse to the 
assets of the BOC of which it is an affiliate. 

The FCC also expands on this premise in CC Docket No. 96-149, 
Implementation of the Non-Accounting Safeguards of Section 271 
and 272 of the Communications Act of 1934, as amended. In this 
docket the Commission states that, 

- A BOC cannot co-sign a contract or any other instrument 
with a Section 272 affiliate that would allow each 
Section 272 affiliate to obtain credit granting 
recourse to the BOC's assets. (First Report and Order, 
para. 189) 

- The BOC parent, or any other non-272 affiliate, cannot 
sign or co-sign a contract or any arrangement with a 
Section 272 affiliate that would allow the creditor to 
have recourse to the BOC assets. (First Report and 
Order, para. 189) 

with any party that would permit the lender to have 
recourse to the BOC in the event of a default. (First 
Report and Order, para. 189) 

- A Section 272 affiliate cannot enter any arrangement 

1. Document each Section 272 affiliate's debt 
agreernents/instruments and credit arrangements with lenders 
and major suppliers of goods and services; look for 
guarantees of recourse to the BOC's assets, either directly 
or indirectly through another affiliate, and document those 
instances. 
more in annual sales to the Section 272 affiliate. 

Using the lease agreements obtained in Objective 11, 
Procedure 4 ,  document any instances in which each Section 
272 affiliate's lease agreements (where the annual 

Major suppliers are those having $500,000 or 

2. 
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I .  

obligation is $500,000 or more) have recourse to the BOC's 
assets, either directly, or indirectly through another 
affiliate. 

3 .  For all debt instruments, leases, and credit arrangements 
maintained by each Section 272 affiliate, obtain (positive) 
confirmations from loan institutions, major suppliers, and 
lessors (as defined in Procedures 1 and 2 above) to attest 
lack of recourse to the BOC assets. 

4 .  Document from each Section 272 affiliate the balance of the 
accounts payable to and/or advances from the BOC as of the 
end of the ninth month of the engagement period. 
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Procedures for Accounting Requirements 

OBJECTIVE V. Determine whether the separate affiliate required 
under Section 272 of the Act has conducted all transactions with 
the Bell operating company on an arm's length basis with the 
transactions reduced to writing and available for public 
inspection. 

OBJECTIVE VI. Determine whether or not the Bell operating 
company ha8 accounted for all transactions with the separate 
affiliate in accordance with the accounting principles and rules 
approved by the Commission. 

The FCC in CC Docket 96-150, Implementation of the Accounting 
Safeguards Under the Telecommunications Act of 1996, interprets 
the above requirements further by stating: 

- A Section 272 affiliate shall conduct all transactions 
with the BCC of which it is an affiliate on an arm's 
length basis, pursuant to the accounting rules 
described in 47 C.F.R. Section 32.27, Transactions with 
Affiliates, of the FCC Rules and Regulations, with any 
such transactions rtquced to writing and available for 
public inspection. ($7 C.F.R. Section 53.203(e)). 
Section 32.27 requires the following: 

For transactions involving the sale or transfer of 
assets or product8 between the carrier and affiliates: 

a. 
be recorded at tariffed rate in the books of the 
carrier ; 

assets sold to or by the carrier under tariff must 

b. nontariffed assets sold to or by the carrier that 
qualify for prevailing price must be recorded at 
prevailing price in the books of the carrier. In order 
to qualify for prevailing price valuation, sales of a 
particular asset must encompass greater than 50 percent 
of the total quantity of such product sold by an 
entity; 50% threshold is applied on an asset by asset 
basis rather than on a product line basis; 

c. all other assets sold by or transferred from a 
carrier to affiliates must be recorded in the books of 
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the carrier at the higher of fair market value or net 
book cost; (Note: carriers are required to make a good 
faith estimate of fair market value.) 

d. all other assets purchased by or transferred to a 
carrier from affiliates must be recorded in the books 
of the carrier at the lower of fair market value or net 
book cost; (Note: carriers are required to make a good 
faith estimate of fair market value.) 

For transactions involving the provision of services 
between the carrier and affiliates: 

a. services provided to or by the carrier at tariff 
must be recorded at tariffed rate in the books of the 
carrier ; 

b. nontariffed services provided to or by the carrier 
pursuant to publicly filed agreements submitted to a 
state commission must be recorded in the books of the 
carrier at the rate appearing in publicly filed 
agreements; 

c. nontariffed services provided to or by the carrier - 
that qualify for prevailing price must be recorded in 
the books of the carrier at prevailing price. In order 
to qualify for prevailing price valuation, sales of a 
particular service must encompass greater than 50 
percent of the total quantity of such service sold by 
an entity; 50% threshold is applied on a service by 
service basis rather than on a service line basis; 

d. 
affiliate must be recorded in the books of the carrier 
at the lower of fair market value or fully distributed 
cost. (Note: carriers are required to make a good 
faith estimate of fair market value.) Exception -- 
services received by a carrier from an affiliate that 
exists solely to provide services to members of the 
carrier's corporate family must be recorded in the 
books of the carrier at fully distributed cost. 

e. all other services provided by the carrier to an 
affiliate must be recorded in the books of the carrier 
at the higher of fair market value or fully distributed 
cost; (Note: carriers are required to make a good 
faith estimate of fair market value.) 

all other services provided to a carrier by an 
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f. Fully distributed cost is determined by following 
the standards contained in 47 C.F.R. Section 64.901, 
Allocation of Costs, of the FCC Rules and Regulations. 

causation. First, costs are to be directly assigned 
either to regulated or nonregulated activities to the 
maximum extent possible. Then, costs which cannot be 
directly assigned are to be grouped into homogeneous 
cost pools and allocated in accordance with direct or 
indirect measures of cost causation. Residual costs 
which cannot be apportioned on any cost-causative basis 
will be apportioned using the general allocator. The 
general allocator is the ratio of all expenses directly 
assigned or attributed to nonregulated activities, to 
the total of all (regulated and nonregulated) directly 
assigned or attributed expenses. 

These rules emphasize direct assignment and cost 

- A BOC and a Section 272 affiliate may provide in-house 
services to one another, except for operating, 
installation, or maintenance services. These in-house 
services, however, must be provided on an arm's length 
basis, and must be in writing. (CC Docket No. 96-149, 
First Report and.Order, para 180) 

- Provision of exchange and exchange access services and 
unbundled network elements constitute transactions 
requiring disclosure (CC Docket No. 96-150, Report and 
Order, para. 124). These transactions include the 
provision of transmission and switching facilities by 
the BOC and its affiliate to one another. (CC Docket 
No. 96-149, First Report and Order, para. 193) 

- The separate affiliate must provide a detailed written 
description of the asset or service transferred, 
together with the specific price and the terms and 
conditions of the transaction on the Internet within 10 
days of the transaction through the company's home 
page. These descriptions should be sufficiently 
detailed to allow evaluation of compliance with 
accounting rules. This information must also be made 
available for public inspection at the principal place 
of business of the BOC and must contain a certification 
statement identical to that included in the ARMIS 
Reports. This certification statement declares that an 
officer of the BOC has represented that to the best of 
his knowledge all statements of fact contained in the 
submission are true and the submission is an accurate 
statement of the affairs of the BOC for the relevant 
period. (Report and Order, para. 122) 
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- Affiliate transaction rules apply to transactions 
between the BOC and each Section 272 affiliate; between 
each Section 272 affiliate and a nonregulated 
affiliate, that ultimately result in an asset or 
service being provided to the BOC, i.e., chained 
transactions. (Report and Order, para. 183) 

- Products and services made available to the Section 272 
affiliate and to unaffiliated companies need not meet 
the 50 percent threshold in order for a BOC to record 
the transaction involving such products and services at 
prevailing price. (Report and Order, para. 137) 

- Nondiscrimination requirements extend to any good, 
service, facility, or information that a BOC provides 
to its Section 272 affiliate(s) with the exception of 
joint marketing, which is covered in Section 272(g)(1) 
and ( 2 )  of the Act. Unaffiliated entities must have 
equal opportunity to acquire any such good, service, 
facility, or information. In particular, if a BOC were 
to decide to transfer ownership of a unique facility, 
such as its Official Services network, to a Section 272 
affiliate, it must ensure that the Section 272 
affiliate and unaffiliated entities have an equal 
opportunity to obtain ownership of this facility. 
Docket 96-149, First Report and Order, para. 218) 

(CC 

Interstate rate base, revenue requirements, and price 
cap indices of the BOC must be reduced by the costs 
related to any regulated facilities transferred to each 
Section 272 affiliate. (CC Docket No. 96-150, Report 
and Order, para. 265)  

- 

1. Obtain from the BOC a list of all complaints from 
competitors related to the provision or procurement of 
goods, services, facilities, and information, or in the 
establishment of standards which were filed during the first 
nine months of the engagement period. This list should 
group the complaints in the following categories: 

- allegations of cross-subsidies (for Objectives V and 
VI) ; 

- allegations of discriminatory provision or procurement 
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of goods, services, facilities, customer network 
services information (excludes customer proprietary 
network information (CPNI)), or the establishment of 
standards (for Objective VII); 

allegations of discriminatory processing of orders for, 
and provisioning of, exchange access and exchange 
services and unbundled network elements, and 
discriminatory resolution of network problems (for 
Objective 17111); 

allegations of discriminatory availability of exchange 
access facilities (for Objective IX); 

allegations of discriminatory availability of interLATA 
facilities or services not at the same rates and not on 
the same terms and conditions as the interLATA 
affiliate (for Objective XI). 

- 

- 

- 

For each group of complaints, determine by inquiry and 
documentation how many of these complaints were under 
investigation, how many complaints had been resolved and in 
what time frame they had been resolved, if feasible. For 
those complaints that had been resolved, document how those 
allegations were concluded and, if the complaint was upheld, 
inquire and document what steps the company has taken to 
prevent those practices from recurring. 

Obtain from the BOC and each Section 272 affiliate current 
written procedures for transactions with affiliates. 
Compare these procedures with the FCC Rules and Regulations 
indicated as "standards" above. Note and describe any 
differences. 

Inquire and describe how the BOC and each Section 272 
affiliate disseminate the FCC Rules and Regulations and 
raise awareness among employees for compliance with the 
affiliate transactions rules. For this purpose, describe 
type and frequency of training, if any, literature 
distributed, company's policy, and document the supervision 
employees responsible for affiliate transactions received. 
Interview employees responsible for the development and 
recording of affiliate transactions costs in the books of 
record of the carrier to determine awareness of these rules. 

2.  

3 .  

4 .  Inquire and describe the process that a Section 272 
affiliate must follow to request any type of service from 
the BOC. Describe the approval process within the BOC to 
fulfill a request for service from a Section 272 affiliate. 
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Does the Section 272 affiliate request services directly 
from the department that provides the service? 

5 .  Obtain all written agreements for services and for interLATA 
and exchange access facilities between, the BOC and each 
Section 272 affiliate which were in effect during the first 
nine months of the engagement period. Summarize these 
agreements, if feasible, otherwise include copies of 
relevant pages, and note names of parties, type of service, 
price, terms, and conditions. Compare these agreements with 
the list of services provided by the BOC to the Section 272 
affiliate in Objective I, Procedure 4 and note any 
discrepancies. In addition, note which agreements are still 
in effect. For those agreements no longer in effect, 
indicate termination date; identify agreements terminated 
prematurely and document why. Inquire and document the 
provisioning of any service without a written agreement. 

6. At the end of the ninth month of the engagement period, view 
each company's home page on the Internet and compare the 
prices and terms and conditions of services and assets shown 
on this site to the agreements provided in Procedure 5 
above. By physical inspection, determine whether the same 
information is made available for public inspection at the 
principal place of business of the BOC. Describe any 
differences and inquire why such differences exist. If the 
Tompany makes any claim of confidentiality for 
ncndisclosure, obtain details. It should be noted that 
these transactions should be posted for public inspection 
within 10 days of their occurrence. Document the procedures 
that the company has in place for posting these transactions 
on a timely basis. The information provided on the Internet 
should be in sufficient detail to allow evaluation for 
compliance with accounting rules (see Docket No. 96-150, 
Report and Order, para. 122). Obtain copies of these public 
postings and include in the working papers. 

7. For nontariffed services and for services for which a 
prevailing market price (PMP) has not been established, or 
are not subject to publicly filed agreements, document the 
BOC's and the Section 272 affiliate's process for developing 
fully distributed cost (FDC). Document and identify the 
type of costs included in FDC. 
development of FDC for two services, at each company, to be 
identified by the Oversight Team after the survey of the 
affiliate. 

Document the actual 

8. For nontariffed services for which a PMP has not been 
established, or are not subject to publicly filed 
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agreements 
affiliate 
market val 

, document the process the BOC and the Section 272 
follow to make a good faith estimate of fair 

-~ ue (FMV). Document the actual development of a 
good faith estimate of FMV for two services, at each 
company, to be identified by the Oversight Team after the 
survey of the affiliate. 

9. Obtain a listing and amounts of all services rendered by 
month by the BOC to each Section 272 affiliate during the 
first nine months of the engagement period (see Objective I, 
Procedure 4). For those services made available to the 
Section 272 affiliate that are not made available to third 
parties, using a statistically valid sample, compare unit 
charges to PMP, or FDC, or FMV, as appropriate, to determine 
whether these amounts were recorded in the books of the BOC 
in accordance with the affiliate transactions standards. 
When differences exist, note the number of instances and the 
amounts involved. Inquire and make a note of reasons for 
these occurrences. Document the amount the Section 272 
affiliate has recorded for the service in its books of 
record. Also, document the amount the Section 272 affiliate 
has paid for the service to the BOC. 

10. Obtain a listing and amounts of all services rendered by 
month to the BOC by each Section 272 affiliate during the 
first nine months of the engagement period. Using a 
statistically valid sample, compare unit charges to tariff 
rates, or PMP, or FDC, or FMV, as appropriate, to determine 
whether these services were recorded in the books of the BOC 
in accordance with the affiliate transactions standards. 
When differences exist, note the number of instances and the 
amounts involved. Inquire and make a note of reasons for 
these occurrences. Document the amount the BOC has recorded 
for the service in its books of record. Also, document the 
amount the BOC has paid for the service to the Section 272 
affiliate. 

11. Inquire and note how and who maintains each Section 272 
affiliate’s employee benefits plans (such as life insurance, 
health insurance, retirements plans). Determine by inquiry 
who pays or funds these benefits plans and whether the costs 
for administering these plans are allocated or assigned to 
the Section 272 affiliates. 

12.  Inquire whether any central services organization (such as 
the services company, the parent company, the data 
processing company, etc.) of the BOC renders services to 
each Section 272 affiliate. If so, obtain a listing (see 
Objective I, Procedure 4 )  and amounts of services rendered 
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13. 

by month by each central services organization to each 
Section 272 affiliate during the first nine months of the 
engagement period. Note the methodology used to identify 
and cost these services and, for a statistically valid 
sample, obtain evidence that services are being billed to 
each Section 272 affiliate and that such affiliates are 
paying for these services. If not, identify and document 
the process these organizations have to ensure that these 
costs are not recovered from the BOC. 

Obtain as of the end of the ninth month of the engagement 
period the balance sheet of each Section 272 affiliate and a 
detailed listing of all fixed assets which agrees with the 
amount shown in the balance sheet. 
agree, inquire and document why. 
should include a full description of each item, 
purchase, price paid and recorded, and from whom purchased 
or transferred. The balance sheet information obtained in 
this procedure should also be used to perform Procedure 7 
under Objective I. Other specific steps to be performed 
follow: 

If the list does not 
This detailed listing 

date of 

a. For those items purchased or transferred from the BOC, 
obtain net book cost and fair market value. Inquire and 
document how the fair market value was determined. Inspect 
these transactions to determine whether they were recorded 
in the books of the BOC at the higher of FMV or net Sook 
cost, as required. 

b. 
affiliate, identify and document whether they were 
originally transferred from the BOC to other affiliates. 

For those items purchased or transferred from another 

c. 
either directly or through another affiliate, since February 
8 ,  1996, also inquire and obtain details as to how the BOC 
made an equal opportunity available to unaffiliated entities 
to obtain ownership of the facilities. 
upon what basis the BOC decided to transfer/sell the 
facilities to a Section 272 affiliate instead of an 
unaffiliated entity. 

For those items purchased or transferred from the BOC, 

Describe how and 

14. Where assets are priced pursuant to Section 252(e) (i.e., as 
approved by the regulatory commissions) or statements of 
generally available terms pursuant to Section 252(f), 
compare such charges to the publicly-filed agreements or 
statements and document any differences. 

15. Inquire and obtain details as to whether any part of the 
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BOC's Official Services network was transferred or sold to a 
Section 272 affiliate at any time. In addition to the 
requirements for Procedure 13, for any transfer or sale of 
assets on or after February 8, 1996, inquire and obtain 
details as to how the BOC made an equal opportunity 
available to unaffiliated entities to obtain ownership of 
the facilities. Describe how and upon what basis the BOC 
decided to transfer/sell the facilities to a Section 272 
affiliate instead of an unaffiliated entity. 

If any facilities were either sold or transferred to a 
Section 272 affiliate, obtain the interstate price cap 
indices to determine whether, (i) the rate base had been 
reduced by the net book cost of the assets sold or 
transferred, (ii) the revenue requirement had been adjusted 
to reflect the gain from the sale or transfer of the assets 
and, (iii) the revenue requirement had been adjusted 
permanently to reflect the reduced operating costs related 
to the assets sold or transferred. Document this procedure. 
If the BOC had not made these adjustments, inquire and 
explain. 

Inquire and obtain details on construction to reconfigure 
the telephone network of the BOC to connect to that of the 
Section 272 affiliate. Describe the extent of the 
reconfiguration construction, who was the contractor, when 
did it take place, how much did it cost, who paid for it, 
and on which books and accounts was it recorded. 

16. 

17. 
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Procedures for Nondiscriminatory Requirements 

OBJECTIVE VII. 
conrgany has discriminated between the separate affiliate and any 
other entity in the provision or procurement of goods, semices, 
facilities, and information, or the establishment of standards. 

Determine whether or not the Bell operating 

STANDARDS 

The FCC in CC Docket No. 96-149, Implementation of the Non- 
Accounting Safeguards of Section 2 7 1  and 272 of the 
Communications Act of 1934, as amended, establishes some non- 
discriminatory rules and regulations. 
regulations do not permit a Bell operating company (BOC) to 
discriminate in the following manner: 

by giving preference to a Section 272 affiliate's 
equipment in the procurement process. 
and Order, para. 16) 

These rules and 

- 
(First Report 

- in awarding contracts for telecommunications equipment 
directly to their affiliate. (First Report and Order, 
para. 234)  

- by failing to provide advance information about network 
changes to its competitors. 
para. 16) 

(First Report and Order, 

- by not offering third parties the same goods, services, 
facilities and information (excludes customer 
proprietary network information (CPNI) and joint 
marketing) that it provides to its Section 272 
affiliate at the same rates, terms, and conditions. 
(First Report and Order, para. 202) 

NOTES : 
(i) 
rules and regulations to provide to third parties 
Customer Proprietary Network Information (CPNI) that is 
shared with affiliates (see Second Report and Order,  CC 
Docket No. 96-115, Released February 26, 1998, para. 
169). The provision of "information" referenced in the 
nondiscriminatory rules and regulations excludes CPNI. 
CPNI is defined in Section 222(f)(1) of the Act and 
includes information that is personal to customers as 
well as commercially valuable to carriers, such as to 
whom, where and when a customer places a call, as well 

BOCs are not required under the nondiscrimination 
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as the types of service offerings to which the customer 
subscribes and the extent the service is used. 

(ii) BOCs are allowed to jointly market and sell 
affiliate-provided interLATA services without offering 
comparable joint marketing opportunities to other 
providers of interLATA services (see Section 272(g)(2) 
of the Act, and CC Docket No. 96-149, First Report and 
Order, Paragraphs 291-292). However, if BOCs market or 
sell their telephone exchange services through joint 
marketing conducted by the Section 272 affiliate, then 
the BOCs must also permit third parties to market and 
sell its telephone exchange services (see Section 
272(g) (1) of the Act). 

in establishing or adopting any standards that favor 
its Section 272 affiliate over third parties. 
Report and Order, para. 208 and 229) 

in developing new services solely for its Section 272 
affiliate. (First Report and Order, para. 210) 

in purposely delaying the implementation of an 
innovative new service by denying a competitor's 
reasonable request for interstate exchange access until 
its Section 272 affiliate was ready to provide 
competing service. (First Report and Order, para. 211) 

in marketing its affiliate's interLATA services to 
inbound callers without informing them of their right 
to select the interLATA carrier of their choice. 
(First Report and Order, para. 292) 

In addition, a Section 272 affiliate may not market or sell 
information services and BOC telephone exchange services 
together, unless the BOC permits other information service 
providers to market and sell telephone exchange services. 
Report and Order, para. 287) 

Another FCC Docket, in which orders have not yet been released, 
which may impact this objective is CC Docket No. 96-254 dealing 
with manufacturi'ng activities. 

- 
(First 

- 

- 

- 

(First 

PROCEDURES 

1. Obtain from the BOC a list of all complaints from 
competitors related to'the provision or procurement of 
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goods, services, facilities, and information, or in the 
establishment of standards which were filed during the first 
nine months of the engagement period. This list should 
group the complaints in the following categories: 

- allegations of cross-subsidies (for Objectives V and 
VI) ; 

- allegations of discriminatory provision or procurement 
of goods, services, facilities, customer network 
services information (excludes customer proprietary 
network information ( C P N I ) ) ,  or the establishment of 
standards (for Objective VII); 

- allegations of discriminatory processing of orders for, 
and provisioning of, exchange access and exchange 
services and unbundled network elements, and 
discriminatory resolution of network problems (for 
Objective VIII); 

- allegations of discriminatory availability of exchange 
access facilities (for Objective 1x1; 

- allegations of discriminatory availability of interLATA 
facilities or services not at the same rates and not on 
the same terms and conditions as the interLATA 
affiliate (for Objective XI). 

For each group of complaints, determine by inquiry and 
documentation how many of these complaints were under 
investigation, how many complaints had been resolved and in 
what time frame they had been resolved, if feasible. For 
those complaints that had been resolved, document how those 
allegations were concluded and, if the complaint was upheld, 
inquire and document what steps the company has taken to 
prevent those practices from recurring. 

2. Obtain the BOC's written procurement procedures, practices, 
and policies for services and goods provided by each Section 
272 affiliate. Make a note of any stated purchasing 
preferences contained in the BOC's procedures, if any, and 
provide details of the BOC's bidding process, the selection 
process, and how the BOC disseminates requests for proposals 
(RFPs) to affiliates and third parties. 

3 .  Obtain and inspect the BOC's procurement awards to each 
Section 272 affiliate during the first nine months of the 
engagement period and inspect bids submitted by each Section 
272 affiliate and third party, note terms, and discuss with 
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BOC representatives how the selection was made. Compare 
this practice with the BOC written procurement procedures 
and note any differences. 

4. Obtain a list of all goods (including software), services, 
facilities, and customer network services information, 
excluding CPNI ,  other than those related to exchange access 
services and facilities inspected in Objective IX, made 
available to each Section 272 affiliate by the BOC. For a 
statistically valid sample, inquire and obtain copies of the 
media used by the BOC to inform unaffiliated entities of the 
availability of the same goods, services, facilities, and 
information at the same price, terms, and conditions. 

5. Obtain a list from the BOC of all unaffiliated entities who 
have purchased the same goods (including software) , 
services, facilities, and customer network services 
information (excludes CPNI)  from the BOC. If any, describe 
what goods, services, facilities, and customer network 
services information and the extent of purchases made. 
Select a statistically valid sample and compare the rates, 
terms and conditions of the sampled items to the rates, 
terms and conditions offered to each Section 272 affiliate. 

affiliate has paid for the same items purchased from the 
BOC . 
Note any differences. Document the amount each Section 272 

6. Document how the BOC disseminate: information about network 
changes, the establishment or adoption of new network 
standards, and the availability of new network services to 
each Section 272 affiliate and to unaffiliated entities. 
Note any differences. 

7. Obtain and inspect customer service representatives' scripts 
for inbound calls establishing new service, adding a second 
line, moving to a new location, changing selected interLATA 
service provider, or any other situation where the BOC or 
BOC affiliated sales agents attempt to market its Section 
272 affiliate's interLATA service. These marketing attempts 
may either be related to interLATA service only or following 
the sale of a BOC product or service. 

8. Observe (listen in, for one half hour each, to at least 
five) customer service representatives, as defined in 
Procedure 7, responding to inbound callers to whom the sales 
representatives attempt to market the Section 272 
affiliate's interLATA service. Labor union concurrence may 
be needed for this procedure. Note messages conveyed during 
observation. Make a note of any instances where the caller 
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was referred to the Section 2 7 2  affiliate and was not 
informed of other providers of interLATA services and was 
not informed of his right to make the selection. 

9. Interview 10 sales managers of each Section 272  affiliate 
and inspect any available printed materials to determine 
whether any Section 272 affiliates market information 
services and exchange services, as an agent of the BOC or as 
a reseller. 
and inspect printed materials of the BOC to determine 
whether unaffiliated entities have the same opportunity. 

If yes, interview 10 sales managers of the BOC 
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OBJECTIVE VIII. 
company and an affiliate subject to Section 251(c) of the Act 
have fulfilled requests from unaffiliated entities for telephone 
exchange service and exchange access within a period no longer 
than the period in which it provides such telephone exchange 
service and exchange access to itself or its affiliates. 

Determine whether or not the Bell operating 

STANaARDS 

The FCC in CC Docket No. 96-149, Implementation of the Non- 
Accounting Safeguards of Section 271 and 272 of the 
Communications Act of 1934, as amended, provides some preliminary 
rules and regulations. 
currently underway, will provide additional guidelines. 
revise these procedures to conform to the new guidelines when 
available. 

A further proceeding in this matter, 
We will 

Current FCC rules and regulations require that, 

- for equivalent requests the response time a BOC 
provides to unaffiliated entities should be no greater 
than the response time it provides to itself or its 
affiliate. (First Report and Order, para 240) 

a BOC must make available to unaffiliated entities 
information regarding the service intervals in which 
the BOC provides service to itself or its affiliates. 
(First Report and Order, para. 242) 

a BOC must not provide a lower quality service to 
competing interLATA service providers than the service 
it provides to its Section 272 affiliate at a given 
price. (First Report and Order, para. 16) 

- 

- 

PROCEDURES 

1. Obtain from the BOC a list of all complaints from 
competitors related to the provision or procurement of 
goods, services, facilities, and information, or in the 
establishment of standards which were filed during the first 
nine months of the engagement period. This list should 
group the complaints in the following categories: 

- allegations of cross-subsidies (for Objectives V and 
VI) ; 

allegations of discriminatory provision or procurement 
of goods, services, facilities, customer network 

- 
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services information (excludes customer proprietary 
network information ( C P N I ) ) ,  or the establishment of 
standards (for Objective VII); 

- allegations of discriminatory processing of orders for, 
and provisioning of, exchange access and exchange 
services and unbundled network elements, and 
discriminatory resolution of network problems (for 
Objective VIII); 

access facilities (for Objective 1x1; 
- allegations of discriminatory availability of exchange 

- allegations of discriminatory availability of interLATA 
facilities or services not at the same rates and not on 
the same terms and conditions as the interLATA 
affiliate (for Objective XI). 

For each group of complaints, determine by inquiry and 
documentation how many of these complaints were under 
investigation, how many complaints had been resolved and in 
what time frame they had been resolved, if feasible. For 
those complaints that had been resolved, document how those 
allegations were concluded and, if the complaint was upheld, 
inquire and document what steps the company has taken to 
prevent those practices from recurring. 

Obtain BOC's reports during the first nine months of the 
engagement period, if available, indicating time intervals 
for processing orders, provisioning of service, performing 
repair and maintenance services for end user customers of 
the BOC, affiliate, and nonaffiliates for the following 
services : 

2. 

- Exchange telephone services 

- Exchange access services 

- Unbundled network elements 

Make a note of differences in t h e  in fulfilling each type 
of request for the same services from end user customers of 
the BOC, affiliates, nonaffiliates. 

Obtain BOC's reports during the first nine months of the 
engagement period, if available, indicating time intervals 
for processing orders, provisioning of service, and 
performing repair and maintenance services for the affiliate 
and for nonaffiliates, as customers, for the following 

3 .  
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services : 

- Exchange access services 

Unbundled network elements - 

Make a note of differences in time in fulfilling each type 
of request for the same services from the affiliate and 
nonaffiliates. 

Inspect a statistically valid sample of the underlying data 
used to prepare the reports obtained in Procedure 2 and 3 
above and determine agreement with data in the report and 
document any differences. 

If no reports are available, obtain from the BOC a 
statistically valid sample of all orders requesting exchange 
telephone services, exchange access services, and/or 
unbundled network services for end user customers for the 
period of one month and for one state (to be selected by the 
Oversight Team). 
the order, the address, the type of services ordered, the 
date when the order was executed and the service was 
provided and note the time interval to process requests for 
end user customers of the BOC, affiliates, nonaffiliates. 

Repeat Procedure 5 for services requested by the affiliate 
and nonaffiliates as the users of those services (see 
Procedure 3 above). 

7. Determine by inquiry, first, and then by inspection how and 
where the BOC makes available to unaffiliated entities 
information regarding service intervals in providing any 
service to end user customers of itself, of the affiliates, 
and of unaffiliated entities. Document the results. 

4 .  

5. 

Prepare worksheet indicating the date of 

6. 
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OBJECTIVE IX. 
company and an affiliate subject to Section 251(c) of the Act 
have made available facilities, services, or information 
concerning its provision of exchange access to other providers of 
interLATA services on the same terms and conditions as it has to 
its affiliate required under Section 272 that operates in the 
same market. 

Determine whether or not the Bell operating 

STANDARDS 

The FCC in CC Docket No 96-149, Implementation of the Non- 
Accounting Safeguards of Section 2 7 1  and 272 of the 
Communications Act of 1934, as amended, indicates that a BOC may 
not discriminate in favor of its Section 272 affiliate in the 
following manner: 

- by providing exchange access services to competing 
interLATA service providers at a higher rate than the 
rate offered to its Section 272 affiliate. (First 
Report and Order, para. 16) 

- by not making available facilities and services to 
others on the same terms, conditions and prices that it 
provides to its Section 272 affiliate. 
and Order, para. 316) 

(First Report 

PROCEDURES : 
which contains procedures for the provision by the BOC of 
interLATA facilities and services. Therefore, these procedures 
may be performed in conjunction with the procedures for Objective 
XI. 

This objective is closely related to Objective XI 

1. Obtain from the BOC a list of all complaints from 
competitors related to the provision or procurement of 
goods, services, facilities, and information, or in the 
establishment of standards which were filed during the first 
nine months of the engagement period. This list should 
group the complaints in the following categories: 

- allegations of cross-subsidies (for Objectives V and 
VI) i 

- allegations of discriminatory provision or procurement 
of goods, services, facilities, customer network 
services information (excludes customer proprietary 
network information ( C P N I ) ) ,  or the establishment of 
standards (for Objective VII); 
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- allegations of discriminatory processing of orders for, 
and provisioning of, exchange access and exchange 
services and unbundled network elements, and 
discriminatory resolution of network problems (for 
Objective VIII) ; 

2. 

- allegations of discriminatory availability of exchange 
access facilities (for Objective 1x1; 

- allegations of discriminatory availability of interLATA 
facilities or services not at the same rates and not on 
the same terms and conditions as the interLATA 
affiliate (for Objective XI). 

For each group of complaints, determine by inquiry and 
documentation how many of these complaints were under 
investigation, how many complaints had been resolved and in 
what time frame they had been resolved, if feasible. For 
those complaints that had been resolved, document how those 
allegations were concluded and, if the complaint was upheld, 
inquire and document what steps the company has taken to 
prevent those practices from recurring. 

Obtain list of exchange access services and facilities with - 
their related rates offered to each Section 272 affiliate 
and inspect to determine whether the BOC makes these 
services and facilities available at the same rates, terms, 
and conditions to all carriers. For this purpose, inspect 
brochures, advertisements of any kind, bill inserts, 
correspondence, or any other media used to inform carriers 
of the availability of these services. Using a 
statistically valid sample of the informational media 
identified above, compare rates, terms, and conditions 
offered each Section 272 affiliate with those offered 
unaffiliated carriers. 

3 .  Obtain invoices for exchange access services and facilities 
for one month (to be determined by the Oversight Team) 
rendered by the BOC to the Section 272 affiliate, and other 
interexchange carriers (IXCs). Using a statistically valid 
sample of billed items, inspect underlying details of 
invoice and compare rates, terms, and conditions charged 
each Section 272 affiliate with those charged IXCs for the 
same services and note any differences. If differences are 
noted, pursue the matter further through inquiry of 
appropriate personnel and note why they occurred. 

4 .  Using the invoices obtained in Procedure 3 above, trace the 
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amount invoiced for exchange access services to each Section 
272  affiliate and determine whether the amount invoiced was 
the amount recorded by the BOC and paid by each Section 272 
affiliate. For this purpose, identify and inspect method of 
payment such as cancelled checks, wire transfers, and, if 
needed, summaries of invoiced amounts corresponding to the 
amount paid. 
they occurred. 

Note any differences and inquire as to why 
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OBJECTIVE X. Determine whether or not the Bell operating company 
and an affiliate subject to Section 251(c) of the Act have 
charged its separate affiliate under Section 272, or imputed to 
itself (if using the access for its provision of its own 
services), an amount for access to its telephone exchange service 
and exchange access that is no less than the amount charged to 
any unaffiliated interexchange carriers for such service. 

The FCC has issued rules and regulations in CC Docket No. 96-149, 
Implementation of the Non-Accounting Safeguards of Sections 271 
and 272 of the Communications Act of 1934, as amended. These 
rules require that, 

- A BOC may not discriminate in favor of its Section 272 
affiliate by providing exchange access services to competing 
interLATA service providers at a higher rate than the rate 
offered to its Section 272 affiliate (First Report and 
Order, para. 16). This requirement is met, 

- If the affiliate purchases exchange service and 
exchange access service at tariffed rates. (First 
Report and Order, para. 256) 

elements from a BOC at prices that are available on a 
nondiscriminatory basis under Section 251. (First 
Report and Order, para. 256) 

- If the affiliate acquires services or unbundled 

- If the BOC files with the State Commission a statement 
of generally available terms pursuant to Section 
271(c)(l)(B) which would include prices that are 
available on a nondiscriminatory basis in a manner 
similar to tariffing, and a BOC's Section 272 affiliate 
obtains access or interconnection at a price set forth 
in the statement. (First Report and Order, para. 256) 

- If a BOC makes volume and term discounts available on a 
nondiscriminatory basis to all unaffiliated 
interexchange carriers. (First Report and Order, para. 
257) 

- BOCs are required to charge nondiscriminatory prices, and to 
allocate properly the costs of exchange access according to 
the affiliate transactions and joint cost rules. (First 
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Report and Order, para. 2 5 8 )  

- For integrated operations ( f o r  operations performed within 
the company and not under a separate affiliate), a BOC must 
impute to itself an amount for access to its telephone 
exchange service and exchange access that represents 
tariffed rates (First Report and Order, para. 2 5 6 ) .  This 
tariffed rate must be the highest rate paid for access by 
unaffiliated carriers. 
comparability of the service provided. (CC Docket No. 96- 
150 Report and Order, para. 87)  

The BOC may consider the 

PROCEDURES 

1. Obtain agreements that each Section 272 affiliate and other 
interexchange carriers (IXCs) have with the BOC for exchange 
access services. 

Determine and fully document in which LATAs the BOC has 
access price flexibility for interLATA interstate and 
interLATA intrastate access services. 

3 .  From the agreements obtained in Procedure 1, use a 
statistically valid sample to compare volumes, discounts, 
and rates negotiated with each Section 272 affiliate with 
those negotiated by other IXCs for the same services. 
and discuss any differences with management. 

Obtain list of interLATA services offered by the BOC and 
discuss list with appropriate BOC employees to determine 
whether the list is comprehensive. 
appearing on the list with interLATA services disclosed in 
the BOC's Cost Allocation Manual (CAM) and note any 
differences. 
listed in the BOC's CAM with those defined as incidental in 
Section 271(g) of the Act and those interLATA services 
allowed under FCC order (for example E911) and note any 
differences. 

2 .  

Note 

4 .  

Compare services 

Compare the nonregulated interLATA services 

5. Obtain a statement of revenue, by month, from interLATA 
services provided by the BOC itself, for the first nine 
months of the engagement period, and perform a trend 
analysis. If increases of more than 10% are noted from 
month to month, inquire and note reasons for such increase. 

From the list of services obtained in Procedure 4 above, by 
using a statistically valid sample of interLATA services 
offered by the BOC and not through an affiliate, determine 
whether the BOC is imputing (charging) to itself an amount 

6. 
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for access, switching, and transport. Obtain usage details 
and tariffed rates for each of the above elements. Match 
rates used in calculations with the tariffed rates or those 
rates charged other interexchange carriers ( I X C s )  and note 
any differences. Trace amount to the journal entry and to 
the general ledger of the BOC. 
to nonregulated operating revenues (decrease) and a credit 
to regulated revenues (increase). If the process followed 
by the BOC is different from the one described above, please 
describe it in detail and obtain full documentation. 

The entry should be a debit 

7 .  For each of the following categories of services, viz., 
exchange access services, local exchange services, and 
unbundled network elements, provided by the BOC to the 
Section 272 affiliate during the first nine months of 
operations, document the total amount the affiliate has 
recorded for those services in its books and reconcile with 
the amount the affiliate paid to the BOC and the amount of 
revenue reflected in the BOC's books for those services. 
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OBJECTIVE XI. Determine whether or not the Bell operating 
company and an affiliate subject to Section 251(c) of the Act 
have provided any interLATA facilities or services to its 
interLATA affiliate and made available such services or 
facilities to all carriers at the same rates and on the same 
term and conditions, and allocated the associated costs 
appropriately. 

Valuation and recording procedures for sales or transfers of any 
interLATA or intraLATA facilities to each Section 272 affiliate, 
leasing of any unbundled network elements, or provision of any 
service by the BOC to each Section 272 affiliate are covered in 
Objectives V and VI of this program, under the affiliate 
transactions rules. 

BOC network services and unbundled network elements made 
available under Section 2 5 1  to each Section 272 affiliate must 
also be made available at the same price to unaffiliated 
companies. (CC Docket No. 96-149, First Report and Order, para. 
256)  

PROCEDVRsa : This objective is closely related to Objective IX 
which contains procedures for the provision by the BOC of 
exchange access services. Therefore, these procedures may be 
performed in conjunction with the procedures for Objective IX. 

1. Obtain from the BOC a list of all complaints from 
competitors related to the provision or procurement of 
goods, services, facilities, and information, or in the 
establishment of standards which were filed during the first 
nine months of the engagement period. This list should 
group the complaints in the following categories: 

- allegations of cross-subsidies (for Objectives V and 

- tions of discrimi o r y  provision or procurement 

VI); 

ds; services, f acilitie customer network 
services information (exclud customer proprietary 
network infom&tion (CPNI) 1, the establishment of 
standards (for Objective VII); 

- of discriminatory processing of orders for, 
and provisioning of, exchange access and exchange 
services undled network elements, and 
di s cr imi esolution of network problems (for 
Objective VIII); 
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- allegations of discriminatory availability of exchange 
access facilities (for Objective IX); 

- allegations of discriminatory availability of interLATA 
facilities or services not at the'same rates and not on 
the same terms and conditions as the interLATA 
affiliate (for Objective XI). 

For each group of complaints, determine by inquiry and 
documentation how many of these complaints were under 
investigation, how many complaints had been resolved and in 
what time frame they had been resolved, if feasible. For 
those complaints that had been resolved, document how those 
allegations were concluded and, if the complaint was upheld, 
inquire and document what steps the company has taken to 
prevent those practices from recurring. 

2. Obtain list of interLATA network services and facilities 
with their related rates offered by the BOC to each Section 
272 affiliate to determine whether the BOC makes these 
services and facilities available at the same rates, terms, 
and conditions to all carriers. For this purpose, inspect 
brochures, advertisements of any kind, bill inserts, 
correspondence, or any other media used to inform carriers 
of the availability of these services. Using a 
statistically valid sample compare rates, terms, and 
conditions offered each Section 272 affiliate with the rates 
offered unaffiliated carriers. 

3 .  Obtain invoices for interLATA network services and 
facilities for one month (to bE determined by the Oversight 
Team) rendered by the BOC to the Section 272 affiliate and 
other interexchange carriers (IXCs) that receive these 
services from the BOC. Using a statistically valid sample 
of billed items, inspect underlying details of invoice and 
compare rates, terms, and conditions charged each Section 
272 affiliate with those charged other IXCs for the same 
services and note any differences. If differences are 
noted, pursue the matter further through inquiry of 
appropriate personnel and note why they occurred. 

4 .  Using the invoices obtained in Procedure 3 above, trace the 
amount invoiced to each Section 272 affiliate for interLATA 
facilities and services and determine whether the amount 
invoiced was the amount recorded by the BOC and paid by each 
Section 272 affiliate. For this purpose, identify and 
inspect method of payment such as cancelled checks, wire 
transfers, and, if needed, summaries of invoiced amounts 
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corresponding to the amount paid. 
inquire as to why they occurred. 

Note any differences and 
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Dear Colleague: 

As we work together at Qwest to change the way the world communicates, we have 
exciting new opportunities in a dynamic and competitive global marketplace. Amidst the 
change, one thing that must remain constant is our uncompromising commitment to act 
with integrity and to conduct business according to the highest ethical standards. 

The trust and confidence of our customers, shareowners and employees remain our 
most valued assets and our reputation for honesty and integrity depends on the 
individual decisions we make every day. 

That is why this Code of Conduct is so important. 

The Code emphasizes our commitment to executing work with excellence. 

It links our vision, business priorities and standards of conduct 

The Code recognizes that we are faced with difficult decisions in a rapidly changing 
industry, and provides a framework and resources to help us make the right legal and 
ethical choices. 

Please review this booklet carefully, ask questions to clarify how the Code relates to 
your job and report known or suspected violations. Let the Code serve as a guide to your 
conduct in meeting customer and shareowner expectations. 

Sincerely, 

dmu 
Joseph P. Nacchio 
c ” A M ) c w B ~ o R l c w  



Our Vision and Character 

Our vision is to build shareowner value by becoming the market leader for worldwide 
broadband Internet communications and application services. 

We put the customer first. At Qwest, customer service is our top priority. We are 
measured by customer standards. 

We are committed to creating shareowner value through growth, continued 
execution with excellence and speed to market. 

We are a team of innovators, demonstrated by our leadingedge technologies and 
our visionary approach to serving customers. We are results driven and accountable 
for our performance. 

We work hard, smart and fast to deliver innovative products and services. 

We demonstrate teamwork, flexibility, commitment, discipline and professionalism, 
leading by example through our words and actions. 

We are committed to open, honest and candid communication with all employees. 

We act with integrity. Ws,conduct business safely and according to the highest 
standards of legal and ethical duct, believing our reputation is key to our success. 



Auouf the Code of Conduct 

You must read and use the Code to help ensure that business decisions follow our 
commitment to ethics, our policies, and the law. Adherence to the Code and policies 
is essential to enhancing our ethical reputation among customers, shareowners, and 
employees. 

The Code and policies are a guide to legal and ethical conduct at Chest 

Review this entire booklet. Think about how the Code and policies relate to your job 
and consider how you might handle situations to avoid illegal, improper, or unethical 
actions. 

If you have questions, ask your supervisor, Human Resources representative, Legal 
Affairs or the Corporate Compliance Advice Line (800-3334938). 

The Code applies worldwide to all employees and others who represent or act on 
our behalf. 

Review the corporate policies that are applicable to you and your job. Understand 
what they require of you and where to ask for assistance. 

Employees who violate this Code and corporate policies may be subject to disciplinary 
action - up to and including termination of employment 

Make Ethical Decisions 

A law or policy will sometimes dictate the required conduct to make an appropriate 
decision. More often, you must interpret the situation, seek advice and make 
ethical choices. 

When facing a sihration, ask these questions: 

Are there laws and regulations to consider? -,. 



. .  

Does the decision comply with Qwest policy and this Code? 

How does this decision affect you and others (customers. shareowners, suppliers. 
partners, competitors, Qwest, and other employees)? 

How does the decision look to others? Even an innocent action can have the 
appearance of wrongdoing. 

How would it look if this decision &re made public? Could it be explained? 

What implications will arise from this decision? Would additional advice be helpful? 
Your supervisor is usually in the best position to help. Contact the Corporate 
Compliance Advice Line if you need additional assistance. 

Report Violations 

You are expected to recognize and report actual or potential problems and seek advice 
when you have a question. If you obsenre or suspect a violation of the law, the Code or 
Qwest policies, report it to your manager, or to the Corporate Compliance Advice Line 
(800-333-89381. Qwest investigates reports of suspected violations. Employees who, in 
good faith, report suspected violations, will not be subject to disciplinaty action. 

You may make anonymous reports. We will attempt to keep your name confidential if 
you make anonymous reports. However, if we determine that we should reveal an 
employee's identity to enforce this Code or to comply with applicable law or judicial 
process, we will do so. 

You must cooperate in investigations of alleged violations of this Code and other 
corporate policies. 



You are responsible if you violate the Code even if you report the violations. 

We may discipline managers who condone, permit, or fail to take appropriate action 
against the illegal, unethical or improper. conduct of others. 

Maintain a Professional 
Work Environment 

Qwest values the unique contributions of each individual employee. We trust that as 
valuable members of the Qwest team everyone will treat one another with courtesy, 
respect and dignity. Managers at Qwest maintain an "open door" policy regarding 
employee questions. You are responsible for maintaining a professional and productive 
work environment and should bring questions and concerns to your manager. . 

N 0 N - D ISCR I M I N AT1 0 N 
Qwest supports equal employment opportunity and complies with affirmative action 
requiremeh. Do not discriminate or harass on the basis of race, gender, age, sexual 
orientation, religion, national origin, disability or covered veteran status. You are 
responsible for promoting a workplace free of unlawful discrimination and harassment. 

SEXUAL HARASSMENT 
Sexual harassment is illegal and strictly prohibited. Sexual harassment can include 
unwelcome sexual advances, requests for sexual favors, unsolicited physical contact, 
unwelcome flirtations, offensive verbal, visual or physical conduct of a sexual nature, 
suggestive or lewd remarks, unwanted hugs or touches, offensive jokes or visuals, 
pornography and sexually explicit material. 

Sexual harassment can manifest itself in subtle ways. Actions mad3 without any 
intention to harass may upset or off end others. Even conduct that does not rise to the 
level of unlawful m a l  harassment may violate Qwest policy and be grounds for 
discipline. 



KEEP IN MIND 
Call Human Resoucces/EEO with questions or concerns about discrimination or 
harassment Repon alleged violations of policy or law to the Corporate Compliance 
Advice Line (800-333-8938). 

We will not tolerate harassment in any form - conduct, speech, written notes, 
photos, cartoons, or elecrronic mail. 

Managers must report and take appropriate action on suspected violations of our 
non-discrimination and sexual harassment policies. 

You violate the law and this Code if you'retaliate against an employee for making a 
good faith rqwn or participating in the investigation of discrimination or harassment. 

Avoid Conflicts of Interest 

Always.act in the best interests of Qwest and safeguard our reputation from any 
conflicts of interest or even the appearance of a conflict. Avoid any iwrestment. interest, 
association, or activity that may cause others to doubt your judgment or integrity, or that 
interferes with your ability to perform job duties objectively and effectively. 

EMPLOYMENT OF RELATIVES 
You may not supervise relatives or exercise direct or indirect influence over other 
employment decisions involving your relatives. 

OUTSIDE INTERESTS 
If you or members of your family have financial interests in a competitor's or supplier's 
firm. you must not allow those interests to impact your ability to make impartial 
decisions on behalf of Qwest 



You must obtain advance approval from Legal Affairs if you plan to serve on an outside 
board (for-profii. non-profit. technical advisory). Report all time spent on outside board 
activities as personal or vacation. 

If you hold a job outside of Qwest, it must not interfere with your ability to make 
decisions in the company's best interest or to perform your duties on behalf 
of Qwest during required business hours. Employment by a supplier or competitor 
is a conflict of interest and is not allowed unless approved by Corporate Compliance. 

An employee's direct investment in stock, warrants or options issued by any other 
company may create a conflict of interest if the other company has a commercial or 
equity relationship with Qwest. To avoid a conflict of interest. Legal Affairs must 
approve. in advance, all direct investments, including "friends and family" programs. 

You must notify your supervisor and Corporate Compliance prior to seeking or being 
appointed to public office. 

KEEP IN MIND 
Do not use company time, materials, information or other assets in connection wirh 
outside empioflent or other personal interests. 

. .  
Disclose any potential or actual conflict of interest to Corporate Compliance. 

Consult with your manager or Corporate Compliance if you are uncertain whether a 
conflict exists. 

GIVING AND ACCEPTING BUSINESS COURTESIES 
Your interests conflict with those of Qwest when yw use your position (directly or 
indirectly) for p h t e  gain, to advance personal interests or to obtain favors. If you 
are in a position to make or influence a decision regarding a business transaction 
between Qwest and a third paw, you must not accept anything of substantial 
value from that party. 



Avoid giving or accepting any item, including cash or its equivalent, that could be 
construed as a bribe or kickback, or that could give the impression of trying to influence 
business judgment. 

The reasonable and infrequent offer or acceptance of refreshments, meals or 
entertainment in connection with business discussions is an acceptable business 
practice (if consistent with depamental procedures, business expense guidelines, and 
if property approved). 

Unique laws apply to government officials and employees. Understand applicable 
regulations when doing business with government agents or employees. Exercise good 
judgment in offering meals and other courtesies to public officials. In some instances, 
this is prohibited by law. For more information, contact Policy and Law or Corporate 
Compliance. If you conduct business internationally, understand and obey all applicable 
laws and regulations, including the Foreign Corrupt Practices Am 

INSIDER TRADING 
Federal law prohibits all employees and others fmm buying or selling Qwest securities 
(and those of other companies under certain conditions) based on information not 

.publicly available that could affect the price of the securities. Do not disclose or use for 
your personal gain non-public information acquired by reason of your relationship with 
QWeSt 

Such information includes: financial forecasts or results; product information; contracts; 
marketing plans; proposed acquisitions or divestitures; and strategic plans or 
information about significant changes or developments of Qwest or a company that 
doty or has done business with Qwest. 

Do not trade Qwest stock during "no trade periods" if you have been notied that you 
are subject to this restriction. 

KEEP IN MIND 
Insider trading also includes "tipping' or telling others about insider information. If 
another person buys or sells securities based on your tip, you could be guihy of 
insider trading even if you yourself do not trade. 

Observe the "no trade periods" if you have been notified that you are subject to this 
EStTiCtiOn. 



WORKPLACE VIOLENCE To preserve employee safety and security, we forbid weapons, 
firearms, ammunition, explosives, incendiary devices, and casesholstersi sheaths for 
weapons on company property, in company vehicles, in the workplace or while acting in 
a business capacity. Additionally, we will not tolerate acts or threats of violence (e.g., 
threatening language -verbal, written or visual -gestures, and behavior). 

Report behavior that threatens the safety of employees or property or has the potential 
to become violent to Security (888-879-73281, your supervisor, Human Resources 
representative or the Corporate Compliance Advice Line (800-333-8938). . 

O A - D W  MlsCoNDucT Off-duty misconduct may adversely affect workplace safety, 
your fitness for duty, or Qwest's corporate image. Managers must report any known 
arrest or conviction of any employee for a felony, misdemeanor or any other criminal 
offense to the Corporate Compliance Advice tine (800-333-8938). Employees who are in 
safety sensitive positions or who operate motor vehicles or aircraft must immediately 
report certain traffic tickets and violations to their supervisors. 

BACKGROUND VERlFlCAnON Qwest may conduct background verifications for any 
reason, at any time. Depending on the circumstances, employment, transfer or 
promotion may be terminated based on the infomation obtained. 

DRUG AND ALCOHOL USE The trust and confidence of our customers and shareowners, 
as well as the health and safety of our employees, depend on a workplace free from the 
effects of substance abuse. The misuse of drugs or alcohol negatively affects productivity, 
attendance and on-the-job safety. You are forbidden to sell, distribute, manufacture, 
dispense, possess, transfer or use illegal drugs or controlled substances during the work 
day, on company time, or on Qwest premises. You must not possess or use alcohol 
when working in a safety sensitive position. Illegal drugs, controlled substances and 
alcohol are prohibited in company vehicles. Alcohol may not be s e d  or consumed on 
company premises without pre-approval from a company officer. When alcohol is served 
at sacial events attended in the course and scope of employment. employees who 
choose to consume alcohol must do so responsibly. 

. 

Employees unfii to work due to the effects of alcohol or drugs are subject to disciplinary 
action up to and including termination from employment. We reserve the right to 
conduct drug and alcohol search and screening procedures consistent with applicable 
laws. Breathalyzers or any other alcohol or substance abuse monitoring or ignition 
interlock device shall not be installed in any vehicle used for company business. 



PHYSICAL PROPERTY AND SECURITY 
ACCESS CONTROL. You must comply with the level of access control (including display 
of ID badges) implemented in the facility or building where you work. Allow only 
authorized visitors in the workplace and escort visitors throughout Qwest facilities. 

PERSONAL BELONGINGS You are responsible for any personal belongings or valuables 
brought to the workplace. We assume no responsibility or liability for the loss of 
personal belongings. Qwest reserves the right to  inspect any items of personal propem 
brought to the workplace including bags, cases, parcels, or automobiles. . 

COMMUNICATION Svms  .Our communication systems are provided for business 
use. Exceptions for personal use require supervisory approval and must be consistent 
with company policies. Communication systems include but are not limited to: 
computers, telephones, video conference equipment and facilities, faxes, wice mail 
systems, Internet, intranet. m a i l ,  hard drives, disks and mail delivery systems. 

. 

You must prevent misuse of Qwest equipment and systems and must take 
precautions to protect them, (e.g., password protection and anti-virus software). 

Do not install or use unauthorized software with h e s t  computer equipment. 
Duplication of licensed software is prohibited unless specifally authorized in a 
written vendor licensing agreement. Molations may lead to action against individuals 
and the company. 

We will report to authorities any individual access, transmission. or known receipt of 
illegal information through a Qwest communication system. 

... 

Qwest communication systems are Qwest property and are not private. You do not have 
a personal privacy right in any material created, stored, received or sent through a 
Qwest communication system (including computers, telephones, hard drives, disks, etc.). 

By using Qwest communication systems, you consent to owest's monitoring these 
systems and acknowledge and agree to Qwest's right to conduct such monitoring. 
Qwest in its sole discretion resews the right to access, monitor, copy, transcribe, 
forward, download, delete, capture and/or disclose all communications sent via any 
Qwest communication system, at any time, with or without prior notice. 



KEEP IN MIND 
Use Qwest communication systems in a professional manner. Do not use them in a way 
that is disruptive, illegal, offensive or harmful to morale or Qwest's reputation. 

Unacceptable personal use includes, but is not limited to: transmission of threatening or 
sexually explicit material, chain letters, jokes, personalhauthorized solicitations, 
invitations, and expressions of social or political causes; as well as participation in 
games or chat sessions. 

INTELLECTUAL PROPERTY AND INFORMATION 
.INTELLECTUAL PROPERTY Our trade secrets often result from a significant investment 
of b e s t  resources. Intellectual property is an important asset that helps with our 
competitive advantage and, therefore, must be protected. Examples of intellectual property 
include: the Qwest name, logo, trademarks, copyrights, patents, software, confidential 
information. ideas, inventions, discoveries, research, plans and strategies. 

You must take measures to protect Ciwest's intellectual property and to avoid infringing 
on the intellectual property rights of others. Refer any misuse or infringement of Owest 
intellectual property to Legal Affairs. 

Copyrightable works by Qwest must contain appropriate copyright notices and . .  be 
protected against unauthorized copying or distribution. 

Provide to legal Affairs new product names and other trademarks or new product ideas 
r that may be patentable. 

CONFIDENTIAL INFORMATION You must safeguard all confidential information. Use the 
infWmation for h e s t  business only. Disclose it only to those people with a legitimate 
need to know. Do not discuss it with people outside b e s t .  including family, and do not 
use it for personal gain. Do not leave confidential records out where they can be easily 
read by others. 

Improper disclosure or receipt of canfidential information can expose Qwest to liability and 
the loss of intellectual property rights. In conducting business, do not ask for information 
to which yw are not entitled and do not disclose information that must remain private. 
Make sure that you understand and comply with the special rules regarding customer 
proprietary network information. 

COMPANY RECORDS The law requires Qwest's books and records to accurately reflect 
transactions. Falsifying company records, including.financial records, inventories, 
equipment installation and maintenance reports, sales transactions, product tests, 



permits/licenses, contracts, expense records, service records, payroll and time reports, 
approvals and authorizations is a serious offense that can lead to termination. 

PERSONNEL RECORDS Access to personnel records is limited and must be obtained 
through Human Resources. Employee information is the exclusive property of Qwest and 
is confidential. 

KEEP IN MIND 
Refrain from using any report or record m mislead or conceal any impropriew 

Only reasonable, accurate, ordinary and necessary expenses incuned in conjunction 
with &st business may be submitted or approved for reimbursement 

Owest-provided credit cards may only be used for legitimate business purposes. 

You must manage, pmtect maintain and dispose of records in an apprqWiate manner and in 
a&am wth the records rerentim schedule. R&s include all recorded infonnatim 
(e.g., paw, CLl, dikk elecmic, micrvfiche. &mail, microfilm, etc.). All IISCOTOIS. in any ftnm, 
including m i l  and wmpute~~ are subject to audit and inspctkm fw compliance with 
clwest policies and mod maintenanae nquirement~. 

. 

DlsCLoslNG INFoRwnoN TO THE Pueuc To conform with securities laws and 
antifraud requirements and to make accurate and timely disclosures about the company, 
Qwest has designated spokespersons who are the only personnel authorized to disclose 
information about Qwest m the public. Any contact with the media or the financial and 
investment communities must be directed m Corporate Communications. Any invitation to 
speak to outside groups must be forwarded to Corporate Communications for review and 
approval. The posting of any information m an Internet chat room is a voilation of Qwest 
policy. 

Our Relationships with Others 

OUR CUSTOMERS 
Qwest provides services that reach into the personal and professional lives of our 
CUstOmerS. They have entrusted us with their account information and communications 
data. Maintaining the privacy of customer information and communications is a serious 
responsibility. Our ability m attract and retain custdmers hinges on the manner in which 



we protect their information and communications. You must comply with the standards 
that have been developed for the care and safeguarding of customer information. 
Questions should be directed to FCCfiegulatory Compliance. 

Accessing Customer Records - Access customer accounts, records and reports only 
for authorized business purposes. 

Customer Communications - Customer communications (data and voice) are 
confidential. Never tamper with, record, listen,to or divulge any customer 
communications, except when required in the proper management of the business 
or when required by law. 

Customer Information - We possess certain customer information that is subject to 
special protection under federal law/regulations (Telecommunications Act, Cable Act, 
FCC and Customer Proprietaty Network Information requirements). Our customers 
may request that we restrict our use of the information. Also, customers have the 
right to direct us to provide information to other parties, including our competitors. 
We are obligated to comply with these requests to the extent required by law. 

Sales and Marketing -While we intend to aggressively market and sell our 
products and services, we must do so within the confines of the law. You must not 
engage in illegal or unethical activities to obtain business. You must accurately 
represent Qwest products and services. 

Unlawful Use of Qwest Services - If you suspect a customer is using b e s t  
services for unlawful purposes, you should report it immediately to Securii. 

OUR COMPETITORS 
Compliance with antitrust and unfair competition laws is very important to us. 
Because of the complexity of these laws, you should seek advlce from Legal Affairs if 
you have questions. 

The following guidelines will help you avoid violations of antitrust and unfair 
competition laws: 



I 

Do not directly or indirectly enter into agreements that might limit competition or 
restrain trade. This would include price fixing, bid rigging, allocating markets or 
customers and boycotting. Never discuss or even listen to discussions of this nature 
with competitors 

Do not make false, misleading or disparaging remarks about individuals, their 
organizations or their products and services. Instead, focus on the quality and value 
of our products and services. 

Customers who are also competitors (e.g.. carriers and interconnectors) must not be 
disadvantaged in the levels of service vye provide to them. For example, Qwest may 
not improperly use wholesale customers' customer proprietary network information. 

Gather information about the marketplace and our competition using only lawful and 
ethical methods (e,g., publicly available information, industry gatherings, research, 
surveys and product analysis). 

Never steal or unlawfully use information, material, products, intellectual property or 
proprietary and confidential information of others. Doing so could constitute unethical 
or even illegal industrial espionage. 

. Likewise, you must always take steps to protect our operations from espionage or 
sabotage. Any attempt by others to gather or secure competitive information owned by 
Qwest must be immediately reported to Secur i  or Legal Affairs. 

KEEP IN MIND 
Never use the following improper means to gather infomation about competitors: 

Criminal acts such as burglary, wirmpping, stealing and bribery 

Misrepresentation or deception 

Oumpster diving or searching a competitor's waste for valuable information 

Hiring or surveying employees fw the puqmse of obtaining proprietary information -. . 
belonging to their former employer .C .  



OUR SUPPLIERS 
We do business with suppliers, contractors and consultants who demonstrate high 
principles of ethical business behavior and provide the best overall value for us. 

We have detailed guidelines for the procurement of products and services. You must 
become familiar with and adhere to these guidelines (including the established approval 
and authority levels). 

If you have a personal or family relationship or a financial interest in a supplier, you 
must take steps to ensure that decisions affecting those suppliers are based solely on 
objective input and judgment. 

Do not accept gifts or business courtesies of substantial value from suppliers. 
Reasonable and infrequent acceptance of meals, refreshments or entertainment in 
connection with business may be appropriate. For additional information contact 
Procurement 

Government Relations 

Our interactions with government personnel are important to our continued success, 
whether they are customers to us or serving in other official capacities. We have a 
special obligation to know the laws, regulations and ethical standards of the various 
branches of fderal, state and local governments. 

GOVERNMENT RELATIONS AND BUSINESS DEALINGS 
Contracting with a federal, state or local govemment is a unique part of our business. 
When we contract with a government. we are in effect contracting with the public. This 
places us in a position of trust, with special opportunities and special responsibilities. 
Always m i d  activities that may be perceived as attempts to improperly influence 
government agencies, officials and employees. 



You must not authorize, offer, provide, accept, deliver or solicit any payments, gratuities 
or favors (either directly or indirectly) for purposes of influencing any government official 
or employee. This may be illegal. Additional rules may apply internationally. 

As a supplier to the government, we sometimes have responsibility for working with 
highly sensitive information. This information is often classified and essential to our 
national security. Proper treatment and protection of such information must be a high 
priority. In certain situations, security clearances are required to obtain information or 
provide services on a govemment contract, 

Federal and state laws govern the hiring of former govemment employees and 
procurement officials. Legal Affairs must approve any discussions of employment with 
government employees. 

.We regularly provide information and share opinions with government officials and 
candidates for elective office. If you represent Qwest in this capacity, you must do so 
within ail appropriate business conduct and legal boundaries. Policy and Law is 
responsible for retaining and managing consultants performing legal work, lobbying 
services, legislative/regulatory consulting or witness services on behalf of Qwest. All 
information and reports provided to the govemment must be accurate and complete. It is 
absolutely essential that proper procedures be followed in recording costs and charges to 
the govemment 

KEEP IN MIND 
Any prospective government proposal or contraci (including substantial 
modifications] must be approved by Legal Affairs. 

0 ,  Contact Policy and Law for information on the unique state and federal laws and 
compliance requirements for dealing with government employees and public offkials. 

POLITICAL CONT~IBUTIONS AND ACTIVITIES 
We encourage employees to participate in the political affairs of their communities and 
counby on an individual basis, on their own time and at their own expense. 



You are not authorized to make direct or indirect political contributions of any kind on 
behalf of Nest .  

Qwest has established various Political Action Committees (PACs). PACs are voluntary, 
non-profit, independent organizations wtiich may accept contributions and make 
expenditures for electing candidates for public office, consistent with applicable laws 
and regulations. You may, where eligible, make contributions to a Qwest-sponsored 
PAC. We will make contributions only from accounts and through procedures that are 
allowed by law. 

When you speak out on public issues, make sure you do so as an individual, unless 
specifically authorized to do othennrise. When speaking as an individual, you must not 
give the impression you are speaking or acting on Qwest's behalf. 

lf you run for public office, serve as a public official or campaign for a political 
candidate, you cannot be paid by Qwest for any time spent in these activities, unless 
otherwise approved and allowed by law. 

GOVERNMENT INVESTIGATIONS 
We cooperate with appropriate government investigations into possible violations of the 
law. In this context, however, it is important to protect Qwest's property and legal rights. 

If served with a subpoena or search warrant, immediately contact Legal Affairs or EHS 
(for safety or environmental issues). 

Any time you are approached by someone claiming to be a government investigator, you 
should contact Legal Affairs before answering any questions or providing any 
information or records. Non-supervisory employees are not required to make these 
contacts befow speaking with government investigators about employment. labor or 
safety issues, but are invited to do so since we have internal mechanisms to deal with 
such concerns. 

. 

Records are the property of Qwest (regardless of who creates, keeps or updates them) 
and must not be pmduced for government investigations without contacting Legal 
Affairs. 



AFFILIATE RELATIONSHIPS 
State and federal regulatory requirements govern the relationship and business 
transactions between the various affiliates of Qwest. 

These requirements cover: 
Asset transfers 
Prwision of products and services 
Allocation of costs between regulated and unregulated entities 
Information flow between entities 
Technology compensation 
Affiliate restructuring 

The rules are often complex and may create special requirements for record keeping, 
reporting and regulatory approvals. 

Contact Legal Affairs or Regulatory Accounting for questions regarding the relationships 
or business dealings between Qwest affiliates. 

SERVICE OF LEGAL DOCUMENTS 
We must respond to properly served legal documents in a timely manner. Failure to 
respond appropriately can have severe negative consequences. If you receive an inquiry 
regarding the service of a legal document, you must advise the server that yal are not 
authoriied to accept the legal document, and then you must refer the server to Legal 
Affairs. Legal Affairs is responsible for authorizing receipt of service of legal documents 
and retaining outside legal counsel. If you are served at home, on the job or in the mail 
with legal documents relating to Qwest activity immediately contact and forward the 
documents to Legal Affairs. 

Intern a tional Business 
AS a responsible member of the international business community, we provide quality 
products and services at fair prices and we compete on the merits of our products 
and services, not on favors. Our wmmivnent to fair competition includes awiding 
corrupt business practices and keeping amrate business records that help prevent 
such practices. 



We recognize that in some international markets we will encounter laws, customs and 
cultural practices that differ from those of the U.S. We will comply with all applicable 
U.S. regulations and restrictions in dealing with other countries, as well as foreign laws 
and restrictions that apply in those countries. 

The laws governing international business are comprehensive and involve corrupt 
business practice prohibitions. export controls, trade sanctions and anti-boycott 
requirements. These laws are often complex and subject to change. Consult with Legal 
Affairs for questions on international business dealings. 

FOREIGN CORRUPT PRACTICES ACT 
Under the Foreign Corrupt Practices Act (FCPA), our status as a publicly held corporation 
requires that we establish internal accounting controls and conform to generally 
accepted accounting principles in all operations worldwide. All payments, transactions 
and accbunts must be accurately and truthfully recorded and reported. 

The Foreign Corrupt Practices Act also prohibits us (and our employees and agents) from 
directly or indirectly offering, promising to pay. or authorizing the payment of money or 
anything of value to foreign government officials, political parties or candidates for the 
purpose of influencing their acts or decisions, 

Failure to comply with the FCPA can result in substantial penalties for both individuals 
and corporations. This can include fines, imprisonment and loss of government supplier 
pivileges. 

EXPORT CONTROLS AND INTERNATIONAL BOYCOTTS 
several U.S. laws restrict trade with certain countries. other laws restrict export of 
certain technologies (including products, services, data and knowledgel Our operations 
worldwide must comply with U.S. export restrictions. Employees who are uncertain of 
the legal trade status of any mumy or technology shwld contact Legal Affairs. 

You may not cooperate in any way with unsanctioned foreign boycotts of countries 
friendly to the U.S. Any request for information or action that seems to be related to any 
illegal boycott must be reported immediately to Legal Affairs. 



I . 

Resources 

Corporate Compliance has overall responsibility for the implementation of the Code of 
Conduct and all corporate policies . Employees are accountable for knowing and abiding 
by the corporate policies and this Code . You are expected to review and become 
familiar with the corporate policies . 

The Code and policies may be found at the Corporate Compliance intranet site on The Q 
under departments . 

The following resources are also available if you have questions about Qwest standards 
and policies: . .  

Corporate Compliance Advice t ine ...................................................... 1-800-333-8938 

Conflict of Interest Issues ............................................................................ 1-800-333-8938 

Corporate Communications . Media Inquiries ............................... ................ 303-992-21 55 
Public Speaking Requests ............................... 303-9653007 

Disaster Recovery Hotline .............. : ............................................................ 1-800-204-6540 
Environmental Health and Safety Issues ........................................................ 303.7 2..5 
FCCflegulatory Compliance ............................................................................ 402-422-7689 
Human Resources ............................................................................................ 3 0 - 3 1 8 4  
Legal Affairs .................................................................................................... ~ 7 2 - 2 7 5 6  
Policy and Law ................................................................................................. 303-896-3040 
Procurement ................................................................................................. 1-877-311-5141 
Records Management ..................................................................................... 303-672-2802 
Regulatory Accounting ......................................................................... " ........ 303-896-5997 
Security ................................. : .............. .................................................. .. .... 1-888-879-7328 
UNbll (Reporting claims and EHS assistance) ............................................. 1-800-654-2525 



Index and References 

NOTE THE CODE OF CONDUCT AN0 ALL THE POLICIES LISTED BELOW CAN BE FOUND AT THE 
coRmmm COMPLIANCE INTRANET SITE 

Topic P q i  Policy Referencar 
Access Control 13 Company Property - Protection of Assets 

~ ~~ 

Accidents. Work-Related 11 Safety and Industrial Hygiene; 
Environmental Issues 

Affiliate Relationships 21 Telecommunications. Regulauon and 

Alcohol and Drug Use 12 SubstanceAbuse 
Anonymous Reports 5 Reporting Violations and Investigations 
Antitrust 16,17 Telecommunications. Regulation and 

Assets, Protection of 

Baclcground Verification 12 Background Verification 
Boards of Directws,  Service . 8 Conflictoflnterest 
on Outside 
Boycons, International 22 International Transactions and Operations 
Bribes 9.19.22 Conflict of Interest Government Relations and 

Investigations; lntemational Transactions and 
ODerations 

Competition 

compstition 
Company Property - Rotaction of Assets 10-1 5 

~ 

Business Courtesies 8.9.22 Conflict of Interest Government Relations and 
Investigations . 

Communication Systems. 13,14 Cwnpany Rope* - Protection Of Assets 
Personal Use of 

Company Property - W o n  of 10-15 Company Property - Protection of Assets 



I 

Topic Puoe Policv References 

COmpetiWS, Relationship with 7,8.14.16.17 Conflict of Interest Intellectual Property, 
Telecommunications. Regulation and 
Competition 

Computers, Personal Use of Company Property - Protection of Assets 

Confidential Information 14-1 6 Intellectual Property; Company Property - 
Protection of Assets: Disclosure of Corporate 
Information: Telecommunications. Regulation 
and Competition 

13,14 

~ ~~~ 

Conflicts of Interest 7-9 Conflict of Interest 
Copyright 14 . . Intellectual Prooertv 

Corporate Communications 15 Disclosure of Corporate Infomation: Public 

Corporate Compliance Advice Line4,5, 7.12 23 1-800.3334938 

C d i t  Cards, Company-Provided 15 Employee Travel and Business Expense 
Reimbursement 

Speaking 

Crisis Managqment 11 Crisis Management and Communications 
Customer Records 15.16 Telecommunications. Regulation and 

Competition 
CuSmmers. Relationship with 15.16.18 Telecommunications. Regulation and 

Competition: Government Relations and 
Investigations . .  

Disaster Recovew Hotline 11 1-800-204-6540 

Discipline 4 Discipline 
Disclosing Information to the Public 15 Disclosure of Corporate Information 

Discrimination see 6.7 
Mm-Disuimination 



Topic Pawe Policy References 
DIUQ and Alcohol Use 12 Substance Abuse 

Emplment-At-Will Inside Cover Emolment-At-Will 

Employment of Relatives 7 Conflict of Interest 

Employment. Outside 8 Conflict of Interest 

Entertainment Business 8.9, 18 Conflict of interest Government Relations and 
lnvestiaations 

Environmental Health 10-12 Environmental Issues; Safety and Industrial 
and Safety (EHS) Hygiene 

~~~~ ~ 

Espionage, Industrial 17 Intellectual Property 

Ethical Decisions . 4,5 Corporate Compliance Program 

Exwrt Controls 22 International Transactions and Owations 

Firearms on Company ProDenv 12 WorlcDlace Violence 

Foreign Cormpt Piactices Act (FCPA) 9.22 International Transactions and Operations 

Gifts 8.9.18,19 Conflict of Interest Government Relations and 
lnvestieations 

Government 9.11.18.19 Government Relations and lnvestiaations 

Government Investigations 11,20 Safety and Industrial Hygiene; Environmental 
Issues: Service of Legal Documents; Government 
Relations and Investigations 

Harassment 6,7 Sexual Harassment Non-Discrimination 

Hazardous Situations, io, i 1 Safety and industrial Hygiene; 
Materials and Equipment Environmental Issues 

call UNlcall1-2525 

Health, Safety we SafelvandHealth 10-12 

Insider Trading 9 InsiderTrading 

Intellectual Roperty 14,15 Intellectual Property 

International Business 9,21,22 International Transactions and Operations 

Investigations 5.11,20,21 Reporting Violations and Investigations; 
Environmental Issues: Safety and Industrial 
Hygiene; Government Relations and 
Investigations Senrice of h a 1  Documents 

” 



Topic Page Policy References 
Investments 8,9 Conflict of Interest Insider Trading 

Kickbacks 9.19,22 Conflict of Interest International Transactions 
and Operations 

Legal Documents 21 Service of Legal Documents 

Meals, Refreshments 9.15,18 Conflict of Interest Employee Travel and 
Business Expense Reimbursement Government 
Relations and Investigations 

Non-Discrimination 6.7 Non-Discrimination 

"No Trade Period' 9 Insider Trading 

Off-Duly Misconduct 12 Off-Duty Misconduct 

Outside Counsel 21 Retention of Outside Legal Counsel and Policy 
and Law Consultants 

Outside Interests, Employment 7,8 Conflict of Interest 

Personal Belongings 13 Company Property - Protection of Assets 
Personal Use of Communication 13.14 Company Property - Pmtection Of Assets 
swm 

. Personnel Records 15 ' Personnel information 

Physical Property and Security 

Policy and law Consultants 

13-14 

21 

Company Property - Protection of Assets 

Retention of Outside Legal Counsel and Policy 
and Law Consultants 

Political Contributions and Activities 19.20 Political Contributions and Activities 

Privacy, Customer 15,16 Telecommunications, Regulation and 
Competitionf Information Security 

Pmnrrement 18 Pmcurement 

Public Aalations see 15 
cwporate commcmimtim 

Record& Company 14,15 CWnpany bp"f - PmtEChI Of -0; 
information Security; Intellectual Pmpertv; 
Accurate Books and Records Records Retention 



Topic Papa Policy References 

Relatives, Employment of 7 Conflict of Interest 

Reporting Violations 5-7 Reporting Violations and Investigations; 
Sexual Harassment Non-Discrimination 

Resources 23 

Retaliation 5-7 Reporting Violations and Investigations; 
Non-Discrimination: Sexual Harassment 

Safety and Health 10-12 Safety and Industrial Hygiene 
Call UNlcall 1-800-654-2525 

Sales and Marketing 16 Telecommunications, Regulation and 

Secunty, Corporate 

Service of Legal Documents 21 Service of Legal Documents 

Sexual Harassment 6,7 Non-Discrimination: Sexual Harassment 

Smoking 11 Safety and Industrial Hygiene 

Soflware, Unauthorized 13 Company Property - ROtSction of Assets: 

Suppliers, Relationship 7,8,18 Conflict of Interest Pmcurement 

Telephone Numbers 23 

Vpping' 9 InsiderTrading 

Trademarks 14 Company PmpertV - Protection of Assets: 

UNlcall 1 1,23 1 -8OO-6S-EZ5 
Vendor see Supplim, Relati&@ 7,8,18 

Violations of Code of Conduct 4-6 Reporting Violations and Invesh'gations 

Violence in the Workplace 12 workplace Violence 

Vision and Character 3 

Competition 

1-888-879-1328 
1 2  16,17,23 Company Pmperty - Protection of Assets 

Intellectual Property 

Intellectual Property 

Visitors see Access Conml 13 
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-. . 

* CQNF"DENTIAL/PROPITARY INFORMATION 
. -  CLASSIFICATION RATIONALE 

, 

DescriptionTTitle of Information: METHODS FOR AFFILIATE TRANSACTIONS 

ConfidentialPmprietary Designation Rationale: 

This exhibit is a confidential, Company developed procedures document, which describes 
internal company operations. The Company has invested significant labor hours in its 
development Because this information would be valuable to @est Corporation's 
competitors, it is proprietaqr. 

L 
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1 I. IDENTIFICATION OF WITNESS 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Q: PLEASE STATE YOUR NAME AND ADDRESS. 

A: My name is Marie E. Schwartz and my business address is 1314 Douglas-On-The- 

Mall, Floor 10, Omaha, Nebraska 68102. 

Q: HAVE YOU PREVIOUSLY FILED TESTIMONY IN THIS PROCEEDING? 

A: Yes, I filed direct testimony on March 30,2001. 

1 I 11. PURPOSE OF REBUTTAL TESTIMONY 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q: WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

A: In my rebuttal testimony, I will address issues raised by AT&T’s witness Cory 

Skluzak in an affidavit filed on May 4,2001 and supplemented on May 17,2001. I 

will show that Qwest Corporation (“QC” or “the BOC) does have the appropriate 

controls and processes in place to enable it to meet the Section 272 rules as required 

by the FCC, once granted interLATA relief. Although I have chosen to address only 

the more substantial of AT&T’s arguments, that does not infer that I agree with any 

AT&T statements that are not specifically addressed here. 

22 
I 
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1 111. SUMMARY OF REBUTTAL TESTIMONY 

2 
3 

4 

5 

6 

7 

8 

9 

10 

Q: PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY. 

A: In my rebuttal testimony, I provide additional evidence and information regarding the 

controls and processes that the BOC has in place to ensure that it is compliant with 

Section 272 rules. I address the transitional period from the merger until the current 

time period and how transactions during that transitional period are not indicative of 

ongoing compliance. I also address issues raised by AT&T regarding Section 272(b) 

structural and transactional requirements, Section 272(c) regarding non- 

11 

12 

discrimination issues, Section 272(e) regarding the imputation of access charges, and 

Section 272(g) on joint marketing activities. 

13 

14 

15 

16 

17 COMPLIANCE? 

18 

19 

20 

21 

Q: DOES THE BOC AGREE THAT THE STATE COMMISSIONS MUST 

CONSIDER QWFST LONG DISTANCE’S HISTORY AND MUST USE SUCH 

PAST HISTORY AS A PREDICTIVE INDICATOR OF SECTION 272 

A. Yes. The BOC agrees that each state Commission must review the past history of 

Qwest Long Distance (“Qwest L D )  as a predictive indicator of Section 272 

compliance. The Commissions must also look at present practices in addition to past 

22 practices to get a complete picture of a company’s compliance. 
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Q. HAS THE BOC DEMONSTRATED THAT IT HAD PROCESSES IN PLACE TO 

COMPLY WITH SECTION 272 WHEN QWEST LD WAS THE SECTION 272 

AFFILIATE? 

A. Yes. When Qwest LD was the designated 272 Affiliate, the BOC did have processes 

in place to ensure that all Section 272 compliance requirements were met. For 

example, Qwest LD was a separate entity with separate officers and employees, all 

transactions with Qwest LD were documented and posted to an Internet website, 

creditors of Qwest LD had no recourse to BOC assets, as well as other controls to 

ensure compliance. The processes and controls that were in place with Qwest LD 

have now been applied to the new 272 Affiliate, Qwest Communications Corporation 

(“QCC”), to ensure that the BOC remains in compliance with Section 272 

requirements. 

Q: HAS QC PROVIDED TO AT&T THE INFORMATION THAT AT&T HAS 

REQUESTED? 

A: Yes. AT&T mentioned in their affidavit some difficulties it had in obtaining data, but 

the BOC has responded to all AT&T data requests and made documents available as 

requested. AT&T has visited the BOC’s offices a number of times to review volumes 

of data regarding transactions between the BOC and Qwest LD or QCC. The BOC is 
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not aware of any data request from AT&T that it has not addressed, and AT&T has 

not identified any requests which are still outstanding. 

IV. COMPLIANCE WITH 272(b) - STRUCTURAL AND TRANSACTIONAL 

REQUIREMENTS 

Q: IS THE BOC CURRENTLY ABLE TO MEET THE FCC REQUIREMENTS FOR 

IDENTIFYING, ACCRUING, BILLING AND POSTING TRANSACTIONS WITH 

QCC? . 

A: Yes, the BOC has appropriate processes in place, including identification and training 

of employees who perform the affiliate transaction functions, regularly scheduled 

conference calls with those employees to discuss affiliate transaction issues, and 

monthly reconciliation of the QCC affiliate billing. Qwest has expended large 

amounts of resources to ensure that its affiliate transactions are now Section 272 

compliant and will remain so. 

Q: WHAT ABOUT THE BILLING ISSUES IDENTIFIED BY AT&T IN ITS 

SUPPLEMENTAL AFFIDAVIT? 

A: The transactional issues identified by AT&T in its Supplemental Affidavit (not 

accruing for services, delayed billing, delayed posting) were ail a direct result of the 
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strategic changes caused by the merger of two major corporations and the major 

activity associated with consolidating operations, eliminating duplicate functions, 

employee turnover, realignment of responsibilities and other merger changes, 

including identification of a new 272 Affiliate. I referenced this period of time in my 

direct testimony as a “transitional period” which is a necessary and reasonable time to 

put processes in place to comply with the 272 requirements . As a result of the 

merger activities, identifying affiliate transactions with the merged Qwest entities was 

hampered, and until those transactions could be identified, the accruals, posting and 

billing could not be completed. Qwest takes its compliance responsibilities seriously, 

which is precisely why the BOC supplemented its staff with accounting professionals 

from Arthur Andersen (“AA”) to assist in transition efforts ’. 

1 

Q: DOES AT&T MENTION THAT ALL OF THE TRANSACTIONS HIGHLIGHTED 

IN ITS SUPPLEMENTAL AFFIDAVIT OCCURRED DURING THIS 

ABNORMAL PERIOD? 

A: No, to the contrary, AT&T portrays the transactions as indicative of a lack of 

compliance, without any acknowledgment that Qwest was going through a major 

company reorganization at the time, or that these transactions relate to a new 272 

Affiliate which was just decided a few months ago. Section 272(h) of the Act allowed 

the BOC one year to become 272 compliant, therefore it is not surprising that Qwest 

’ Direct Testimony of Marie E. Schwartz dated March 30,2001 (“Schwartz Direct Testimony”) at 7,111 15. 
Schwartz Direct Testimony at 22, In 19. 
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1 did not have all 272 compliance issues resolved immediately when the new 272 

2 Affiliate was announced and needed a transitional period. 

3 

4 Q: WHAT WAS THE ROLE OF AA DURING THE TRANSITION PHASE? 

5 

6 A: AA provided loaned employees as additional staff that the BOC used to identify 

7 affiliate transactions. These personnel worked under the supervision of the BOC and 

8 

9 

10 

1 1  

their work was limited to conducting interviews with BOC personnel to identify any 

services being provided between the BOC and 272 Affiliate. After AA completed the 

interviews, the interview information was given to the BOC so that the BOC could 

ensure that ahy transactions identified were documented, posted and billed. Contrary 

12 to AT&T’s footnote3, AA did not develop additional affiliate procedures, or have any 

13 involvement in the billing of these transactions. 

14 

15 Q: WHEN WERE THE TRANSACTIONS FROM THE TRANSITIONAL PHASE 

16 

17 

POSTED TO THE WEB SITE? 

18 

19 

20 

A: The new 272 Affiliate website for QCC became available on March 27,2001 at the 

time that the BOC filed testimony in Arizona. The website for Qwest Long Distance, 

the former 272 Affiliate, has been available for several years. In January, 2001, QCC 

3Supplernental Affidavit of Cory W. Skluzak dated May 17,2001, Ip 32 footnote 23 (“Skluzak Supplemental 
Afidavit ’I). 
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was designated to be a 272 Affiliate, and by the end of March, the new website was 

created with all of the transactions posted that had been identified at that time. 

Q: PLEASE EXPLAIN THE “INTERIM” SERVICES POSTED ON THE INTERNET 

WEBSlTE. 

A: The Interim Services pertain to services that were being provided between the BOC 

and the 272 Affiliate before employee realignments were completed. These services 

generally. cover the time period between the merger and March 2001 when over 7,500 

employees changed payrolls in order for Qwest to become Section 272 compliant. 

Many of the examples in AT&T’s Supplemental Affidavit, such as Interim Common 

Supervision, were the result of transitional activities and are no longer being 

provided. In an effort to be very conservative, the BOC identified all transactions 

with the 272 Affiliate and posted them to the website, even though many of those 

transactions were only provided from the July 1,2000 merger date through the 

transitional period until employee realignments could be completed. 

Q: CAN THE TRANSITIONAL PERIOD BE USED TO CONCLUDE HOW THE 

BOC WILL MEET THE 272 REQUIREMENTS ON AN ONGOING BASIS? 

A: No, it would be completely unreasonable to look only at this transitional period and 

conclude that the BOC will not meet the Section 272 rules going forward under more 
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typical circumstances. The BOC has taken significant steps to ensure that QCC 

transactions will be processed accurately and in a timely manner going forward. 

These steps include hiring AA as loaned staff to assist in assuring that transactions 

were identified, retroactive billing back to the merger date when needed, extensive 

employee training and other measures as discussed in my direct testimony. The 

transitional period was a one-time event which is not indicative of on-going 

operations or future behavior. 

Q: IS MONTHLY BILLING TAKING PLACE? 

A: Yes, in April 2001, the BOC issued approximately 30 invoices to QCC. Many of 

these invoices dated back to the merger, and were the “catch-up” billing to bring the 

transactions current. Although the May billing is not yet complete, the BOC expects 

to issue approximately 20 additional invoices to QCC. Now that the immense work 

has been completed to identify and price all of the transactions, billing can and will 

occur regularly as specified in the affiliate agreements posted on the Internet. 

Q. DO OCCASIONAL MANUAL ERRORS IN THE DATA OR IN POSTINGS ON 

THE INTERNET MEAN A COMPANY DOES NOT HAVE SUFFICIENT 

PROCESSES IN PLACE TO COMPLY WITH SECTION 272? 

A. No. Data collection and posting processes contain some elements of manual effort, 

therefore human errors occur from time to time. This does not mean the company is 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

Seven State Collaborative 272 Workshops 
Qwest Corporation 

Rebuttal Testimony of Marie E. Schwartz 
Page 9, May 23,2001 

out of compliance with Section 272. The company’s efforts to correct occasional 

discrepancies through accounting controls in a timely manner should also be a 

consideration in determining whether they are in compliance with Section 272 

requirements. The ability to find and correct errors is evidence that the company’s 

controls are in place and are working. As noted in the FCC’s order approving 

Southwestern Bell’s Texas application, the FCC says that, “In its application, SWBT 

demonstrates that it has implemented internal control mechanisms reasonably 

designed to prevent, as well as detect and correct, any noncompliance with Section 

272.”4 Also, the Bell Atlantic-New York order, states that “Furthermore, we find 

that the value of the posting discrepancies is small, totaling less that the amount of the 

discrepancies at issue in the Second BellSouth Louisiana Order. Given these factors, 

- 

we conclude that these isolated instances are not sufficient to show systemic flaws in 

Bell Atlantic’s ability to comply with section 272(b)(5).” 

Q. PLEASE CLARIFY SOME OF THE OTHER ISSUES RAISED BY AT&T IN ITS 

SUPPLEMENTAL AFFIDAVIT. 

Application by SBC Communications Inc., Southwestern Bell Telephone Company, And Southwestern Bell 4 

Communications Services Inc. d/b/a/ Southwestern Long Distance Pursuant to Section 271 of the 
Telecommunications Act of 1996 To Provide In-Region, Inter-LATA Services in Texas, CC Docket No. 00- 
65, Memorandum Opinion and Order, FCC 00-238, (rel. lune 30,2000), 91 398( “SBC-Texas Order”) 

Application by Bell Atlantic New York for Authorization Under Section 271 of the Communications Act to 
provide In-Region, interLATA Service in the State of New York, CC Docket No. 99-295, Memorandum 
Opinion and Order, FCC 99-404, (rel. Dec. 22, 1999), ‘f[ 412 (“Bell Atlantic- New York Order”). 
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A: In item a, AT&T mentions “artificially high bill rates”6. However, the bill rates used 

in that example appear very reasonable. According to invoice QC002, QCC billed at 

a Fully Distributed Cost (“FDC”) of $75.20 per hour. That fully distributed cost 

includes direct costs such as salary, benefits, office space, and computers; and 

corporate overhead loadings such as Executive, HR, and JT. QCC’s FDC rate is very 

similar to the rate that the BOC charges for the same salary grades. Therefore, the 

billing rate used is not “artificially high”. 

In item b, AT&T mentions supervisors that were billed at $307 per hour. However, 

these supervisors were Executive Vice Presidents, so the rate billed is reasonable for 

the level of employees performing the work. 

- 

In item e, AT&T mentions an untraceable account code, and is concerned that a 

transfer of assets could be occurring. Those concerns are unfounded. The Task 

Order that is posted on the Internet website clearly states that the BOC receives no 

ownership in the lines that are being leased. The account code that was used on the 

invoice is a Field Reporting Code which directs those expenses to book to Account 

6423.2, Buried Cable Expense. There is no basis for concerns regarding asset 

transfers for this transaction. 

As these examples point out, many of the concerns and issues pointed out by AT&T 

are unfounded or overstated, and can be reasonably explained. 

6Skluzak Supplemental Affidavit, f 25. 
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Q. AS A MEASURE OF COMPLIANCE WITH THE REQUIREMENT FOR 

SEPARATE BOOKS, RECORDS AND ACCOUNTS, DOES THE FCC REQUIRE 

THAT THE 272 AFFILIATE HAVE SEPARATE ACCOUNTING SOFTWARE 

AND THAT IT BE MAINTAINED AT A SEPARATE LOCATION FROM THE 

BOC? 

A. No. The FCC has no requirement that the 272 Affiliate have separate accounting 

software or that it be maintained at a separate location from the BOC. The 

requirement to maintain separate books, records, and accounts does not include being 

in separate locations, as AT&T has asserted. To the contrary, in its Non-Accounting I 

Safeguards Order, the FCC states “we believe the economic benefits to consumers 

from allowing a BOC and its Section 272 affiliate to derive the economies of scale 

and scope inherent in the integration of some services outweigh any potential for 

competitive harm created thereby. Therefore, we permit the sharing of administrative 

and other services.”’ The FCC would also allow the same accounting software to be 

used in processing transactions for both the BOC and the 272 Affiliate, but QCC has 
- 

chosen to use a separate general ledger system as described in my direct testimony. 

Qwest has in place the controls necessary to ensure that the 272 Affiliate’s books, 

records, and accounts are maintained separately from the BOC’s even though both 

companies may use the same accounting software in the same location. 

See In the Matter of Implementation of the Non-Accounting Safeguards of Section 271 and 272 of the 
Communications Act of 1934, as amended, CC 96-149, First Report and Order and Further Notice of 
Proposed Rulemaking, FCC 96-489 (rel. December 24,1996)., 
Order”). 

168 ( “Non-Accounting Safeguards 
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I Q. DOES THE BOC USE ACCRUAL ACCOUNTING TO PROPERLY RECORD 

2 EXPENSES IN THE PERIOD INCURRRED IN ACCORDANCE WITH GAAP? 

3 

4 A. Yes. The BOC follows GAAP which requires accrual accounting. The audit opinion 

5 of our external auditors, Arthur Andersen, confirms that the Company follows GAAP 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

in all material respects. The BOC did accrue for approximately $1.5 million of 

revenue as a receivable from QCC for the year 2000 for affiliate services that had 

been identified. No expenses were accrued as a payable to QCC because services 

being provided by QCC had not yet been identified. However, the BOC believes that 

the transactions that could not be identified were immaterial compared to the total 

affiliate transactions for the BOC in 2000. For example, the invoices from QCC 

(expense to the BOC) applicable to 2000 were approximately $4 million compared to 

approximately $892 million of affiliate expense that the BOC booked in the year 

2000, which is less than 1% compared to the total. 

15 

16 

17 AND THE BOC? 

18 

19 

20 “transactions” as follows: 

21 
22 

Q: WHAT IS THE DEFINITION OF A “TRANSACTION’ AS USED BY THE FCC 

A. In the Accounting Safeguards Order, the FCC describes the requirement of 272(b)(5) 

To satisfy Section 272(b)(5)’s requirement that transactions between Section 
272 affiliates and the BOC of which they are an affiliate be “reduced to 
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writing and available for public inspection,” we require the separate affiliate, 
at a minimum, to provide a detailed written description of the asset or service 
transferred and the terms and conditions of the transaction on the Internet 
within 10 days of the transaction through the company’s home page. 8 

The FCC also provided examples of what constituted a transaction in the Accounting 

Safeguards Order: 

We note, however that once the BOC and its affiliate have agreed upon the 
terms and conditions for telephone exchange and exchange access such 
agreement would constitute a “transaction.” For clarification, we also find 
that agreements between a BOC and its affiliate for the provision of 
unbundled elements and facilities pursuant to explicit terms and conditions 
also constitutes a ‘transaction’. 9 

Nowhere does the FCC require that individual billings be construed as “transactions” 

that must be posted on the Internet as AT&T has suggested in its testimony. In the 

Bell Atlantic-New York Order, the FCC “likewise reject[ed] AT&T’s assertion that 

Bell Atlantic’s Internet posting do not contain sufficient detail to show that Bell 

Atlantic will comply with section 272(b)(5). As required by [its] section 272(b)(5) 

rules, [the FCC concluded that] Bell Atlantic discloses ‘the number and type of 

personnel assigned to the project, the level of expertise of such personnel, any special 

equipment used to provide the service, and the length of time required to complete the 

transaction.”” The BOC’s Internet postings contain those same FCC required 

components of information, i.e., rates, terms, conditions, frequency, number and type 

In the Matter of Implementation of the Telecommunications Act of 1996: Accounting Safeguards Under 
the Telecommunications Act of 1996, CC Docket No. 94-1-50, Report and Order, FCC 96-490 (rel. 
December 24, 1996) 17122 (“Accounting Safeguards Order”). 

Id., $‘ 124. 
lo Bell Atlantic- New York Order, f413. 
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I of personnel, and level of expertise. Additional billing detail is not required to be 

2 posted. AT&T contends that “this type of information should be posted as it assists 

3 unaffiliated interexchange carriers in observing what the BOC and 272 affiliate are 

9 7 1  1 4 actually doing.. . , but those contentions are not relevant in light of the FCC’s 

5 rulings. The BOC has, however, made additional billing detail available to AT&T on 

6 a confidential basis through responses to data requests. 

7 

8 Q. DOES THE FCC REQUIRE THE BOC TO DISCUSS REPORTING 

9 STRUCTURES TO PROVE COMPLIANCE WITH SECTION 272(b)(3)? 

10 

I 1 A. No. In fact, in the Non-Accounting Safeguards Order, the FCC states that “the 

12 Section 272(b)(3) requirement that a BOC and a Section 272 affiliate have separate 

13 officers, directors and employees simply dictates that the same person may not 

14 simultaneously serve as an officer, director, or employee of both a BOC and its 

15 Section 272 affiliate.”12 

16 

17 Further, in the BellSouth Louisiana II Order, the FCC rejected AT&T’s assertion that 

18 BellSouth failed to meet the “separate officers, directors, and employees” requirement 

13 i 19 because BellSouth did not adequately explain the reporting structure of its officers. 

20 Thus, there is no such requirement. 

I’ Afjidavit of Cory Skluzak dated May 4, 2001 (Skluzak AfFdavit), 
l 2  Non-Accounting Safeguards Order, (n 178. ’’ Application of BellSouth Corporation, BellSouth Telecommunications, Inc,, and BellSouth Long 

51. 
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As the Corporate Officer exhibits for QCC and QC show, each company has separate 

officers and directors as the rules require. 14 

Q. IS IT PERMISSBLE FOR THE OFFICERS IN THE BOC AND THE 272 

AFFILIATE TO REPORT TO THE SAME OFFICER IN THE PARENT 

COMPANY? 

A. Yes. According to the FCC’s Non-Accounting Safeguards Order, the Section 

272(b)(3) requirements do not preclude the parent company of the BOC and the 

Section 272 affiliate from performing functions for both the BOC and the Section 272 

affiliate. The FCC states: 

- 

“Instead, we agree with the view that the Section 272(b)(3) separate 

employees requirement extends only to the relationship between a BOC 

and its Section 272 affiliate.”15 

Moreover, in the FCC’s order on Ameritech’s application for 271 authority in 

Michigan, the FCC declined to condemn a reporting relationship in which officers of 

both the BOC and its 272 affiliate reported to an officer of the parent; rather, the FCC 

simply stated that such a reporting relationship “underscores the importance of the 

Distance, Inc., for  Provision of In-Region, InterLATA Services in Louisiana, CC Docket No. 98-121, 
Memorandum Opinion and Order, FCC 98-271 (=I. October 13, 1998), ¶ 329 (“Bell South -Louisiana N 
Order”). 
l4 Schwartz Direct Testimony, Exhibit MES-3 and Direct Testimony of Judith L. Brunsting dated March 30, 
2001, Exhibit JLB-5. 
Is Non-Accounting Safeguards Order, 57 182. 
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separate directors requirements,”’6 so that the officers of the BOC and the 272 report 

to separate boards. Thus, contrary to AT&T’s testimony that reporting to the same 

officer at the parent is a violation of the separate employees requirement, this is a 

permissible arrangement. 

Q. HAS THE BOC SATISFIED THE FCC’S RECORDED TEST FOR SECTION 

272(b)(3)? 

A. Yes. The BOC and the 272 Affiliate have separate officers, directors, and employees. 

The 272 Affiliate’s officers, directors and employees are not officers, directors or 

employees of the BOC. Additionally, no BOC officer, director or employee is also an 

officer, director or employee of the 272 Affiliate. 

The BOC and the 272 Affiliate have separate employees, paid from separate payrolls. 

Q. DOES THE FCC REQUIRE SEPARATE “ADMINISTRATION’ OF PAYROLLS 

OR JUST SEPARATE PAYROLL REGISTERS? 

A. The FCC does not require the separate “administration” of payrolls. While separate 

payroll registers provide evidence of separate books, records and accounts, the 

~~ ~ 

l6 Application of Ameritech Michigan Pursuant To Section 271 of the Communications Act of 1934, as 
amended, To Provide In-Region, InterLATA Services in Michigan, CC Docket No. 97-137, Memorandum 
Opinion and Order, FCC 97-298 (rel. Aug. 19, 1997), 9[ 362 (“Ameritech- Michigan Order“). 
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“administration” function is an allowable shared service function. Per the Non- 

Accounting Safeguards Order, the FCC states: 

We also decline to impose a prohibition on the sharing of services other 
than operating, installation, and maintenance services, on policy grounds. 
We find that, if we were to prohibit the sharing of services, other than 
those restricted pursuant to Section 272(b)( l), a BOC and a Section 272 
affiliate would be unable to achieve the economies of scale and scope 
inherent in offering an array of services. 17 

As long as the “administration” transaction is provided on an “arms length” basis and 

reduced to writing and available for public inspection, and offered on non- 

discriminatory terms and conditions, it meets the Section 272 requirements. Qwest 

complies with these requirements. 

Q: ARE EMPLOYEES ON THE BOC PAYROLL THAT PROVIDE SERVICES TO 

THE 272 AFFILIATE CONSIDERED SHARED EMPLOYEES? 

A: No. The FCC’s shared employees test is that no employee is on both payrolls at the 

same time. By comparing payroll registers, the BOC has verified that no employees 

are on both payrolls and therefore no employees are shared. 

As I previously cited, the FCC contemplated and specifically allowed the provision of 

shared services between the BOC and the 272 Affiliate. The FCC also prohibits 

“shared employees”; therefore, it must follow that the FCC does not consider shared 

services to equate to shared employees. There are no prohibitions by the FCC 
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1 regarding how many services can be provided, how many employees can be used, or 

2 which specific services can be provided (except for rules regarding in-region, 

3 interLATA joint marketing; and operating, installation and maintenance services). 

4 The services provided back and forth between the BOC and the 272 Affiliate do not 

5 violate any shared employee rules. 

6 

7 

8 272 AFFILIATE? 

9 

10 

11 

Q: IS THE BOC PERMITTED TO PURCHASE FINANCE SERVICES FROM THE 

A: Yes. The arrangement whereby the BOC purchases Finance services from the 272 

Affiliate, and also the 272 Affiliate purchases Finance services from the BOC, is not 

12 

13 

an issue. Many Finance functions are centralized and performed for the entire Qwest 

family; the billing back and forth simply reflects the fact that employees on different 

14 

15 

payrolls are performing these services for all Qwest companies. Finance functions 

performed by the BOC for the 272 Affiliate are posted on the web and are available to 

16 other carriers, such as AT&T, on a nondiscriminatory basis. 

17 

18 Q. DOES THE FCC PLACE ANY LIMITATIONS ON THE NUMBER OF 

19 

20 272 AFFILIATE? 

EMPLOYEES THAT MAY TRANSFER BETWEEN A BOC AND A SECTION i 

l7 Non-Accounting Safeguards Order, 179. 
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A. No. There are no explicit limitations from the FCC nor any mention of rules 

governing the transfer of employees between the BOC and the 272 Affiliate in either 

the Accounting Safeguards Order or the Non-Accounting Safeguards Order nor in 

any Section 272 approval order. The biennial audit procedures that AT&T quotes in 

its testimony are merely procedures to ensure that where transfers occur, internal 

controls are working. Internal controls such as the Code of Conduct which prohibits 

the sharing of confidential information, Qwest’s policy to physically separate the 

BOC and 272 Affiliate employees, the extensive efforts undertaken to educate 

employees OR Section 272 rules, and the “dots” that indicate which company an 

employee works for, are all measures to help ensure that no unauthorized information - 

sharing takes place between the BOC and the 272 Affiliate. 

Q: HAS THE BOC SATISFIED THE REQUIREMENT TO HAVE A SIGNED 

OFFICER CERTIFICATION? 

A: Yes. The BOC has just executed a new officer certification that was signed by Mark 

Schumacher, a BOC officer. At the time the previous certification was done, the 

officers at the BOC, the 272 Affiliate and QSC (“Services Company”) were in a state 

of flux. In order to not delay the certification statement, Robin Szeliga, who signed 

the ARMIS filings, agreed to sign on behalf of the BOC. However, the certification 

requires signature by a BOC officer, and since Robin is an officer of QSC and not 
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QC, QC has now replaced the certification that was signed by Ms. Szeliga. The new 

certification is attached as Rebuttal Exhibit MES-1. 

Q: HAVE ANY THIRD PARTIES EXPRESSED INTEREST OR ACTUALLY 

REQUESTED ANY OF THE SERVICES POSTED ON THE INTERNET TO 

DATE? 

A: No. To date, no third party carrier has expressed any interest in purchasing any of the 

Section 272 services posted on the website. The FCC’s intent in requiring posting of 

Section 272 transactions was to ensure that third party carriers could purchase 

services provided to the Section 272 Affiliate at the same rates, terms and 

conditions.18 However, even though AT&T has spent hours going through and 

analyzing the posted transactions in detail as evidenced by the analysis on pages 18- 

32 of AT&T’s Affidavit and the majority of its Supplemental Affidavit, AT&T has 

yet to ask to purchase any service. 

Q: ARE NON-CASH TRANSACTIONS CONDUCTED BETWEEN THE BOC AND 

THE 272 AFFILIATE? 

A: No, all transactions are on a cash basis. Transactions for services provided are billed 

and payments are rendered. Asset transfers follow the same process. Any concerns 

I s  In the Matter of Application of BellSouth Corporation, BellSouth Telecommunications, Inc., and 
BellSouth Long Distance, Inc., for Provision of In-Region, InterLATA Services in Louisiana, CC 
Docket No. 98-121, Memorandum Opinion and Order, FCC 98-271 at ‘I[ 343 (rel. October 13, 
1998), (“BellSouth- Louisiana Order”) 
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1 

2 

3 

4 

5 Affiliate. 

6 

regarding non-cash transactions are moot, because all 272 Affiliate transactions are 

done on a cash basis. Processes to review asset transfers are merely another control 

to ensure that those transactions are identified, posted, invoiced and paid with cash, 

and that no network assets are transferred between the BOC and the Section 272 

7 V. COMPLIANCE WITH SECTION 272(~) - NON DISCRIMINATION 

8 SAFEGUARDS 

9 

io 

1 1  

12 COMPLIANCE WITH SECTION 272(c)(2)? 

Q: DOES THE FCC CONSIDER A BOC’S COST ACCOUNTING MANUAL 

(“CAM”) FILINGS AND ARMIS REPORTS WHEN DETERMINING 

13 

14 

15 

16 

17 

18 

19 

20 

A: Yes. The FCC has considered historical results of the annual Joint Cost Audit in 

order to assess Section 272 Compliance in Section 271 applications. In the Bell 

Atlantic-New York Order, the FCC states, “The Commission evaluates the 

sufficiency of a BOC’s internet disclosures by referring to its ARMIS filings, its Cost 

Allocation Manuals, and the CAM audit workpapers.”’’ In the SBC-Texas Order, the 

FCC states that, “Our review of SWBT’s ARMIS data, its CAM, its independent 

auditor’s workpapers, and the Internet disclosures supports SWBT’s showing of 

’’ Bell Atlantic- New York Order, f 41 1. 
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1 compliance with the affiliate transactions rules.”20 Both of these orders are more 

2 recent than the BellSouth Louisiana Order quoted by AT&T, and contain a more 

3 current reflection of the FCC’s position. 

4 

5 Q: IS A NON-BOC AFFILIATE THAT PROVIDES SERVICES TO THE 272 

6 

7 

8 

COMPANY REQUIRED TO OFFER THOSE SERVICES TO THIRD PARTIES? 

A: No. Section 272 applies only to BOC and Section 272 affiliates. Non-BOC affiliates 

9 may provide services to Section 272 affiliates without offering similar services to 

10 

11 

third parties, so long as the transaction is not a “chaining” transaction involving the 

BOC. Therefore, the services that Advanced Technologies (“AT”) provided to Qwest 

12 LD are not required to be made available to others, contrary to AT&T’s position that 

13 “Failure to also offer such services and information to an unaffiliated entity 

14 constitutes noncompliance with this section.”2’ 

15 

16 

17 CONSTITUTE CHAINING TRANSACTIONS? 

Q: DID THE SERVICES PROVIDED BETWEEN AT AND QWEST LD 

18 

19 

20 

A: No, the BOC did not provide any services to AT, which in turn “chained” those 

services to Qwest LD. The services that Qwest LD purchased from AT did not 

2o SBC -Texas Order, g406. 
21 Skluzak Affidavit, ¶ 79. 
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1 involve the BOC, and therefore those services are not subject to the 

2 nondiscrimination requirements. 

3 

4 Q: DOES THE FCC REQUIRE SPECIFIC NONDISCRIMINATION STATEMENTS 

5 REGARDING TRANSACTIONS BETWEEN A BOC AND ITS 272 AFFILIATE? 

6 

7 A: No, the FCC has not issued a required list of statements. Also, many of the 

8 nondiscrimination items raised by AT&T concern Section 27 1 issues such as the 

9 processing of PIC orders; interconnection standards; performance standards, 

10 measurements, and tracking; and nondiscriminatory access to OSS and are better 

11 

12 

13 

14 

15 dismissal. 

16 

17 

18 AFFILIATE? 

19 

20 

dealt with in the 271 forum. For concerns regarding the sharing of information 

between employees, all Qwest employees undergo annual Code of Conduct training 

regarding the use and sharing of confidential information .22 Disregard for those 

company policies can result in disciplinary action up to and including employee 

Q: HOW DOES THE BOC PRICE THE SERVICES IT CHARGES TO THE 272 

A: The BOC charges the 272 Affiliate the same prices that the BOC would charge any 

21 other carrier and does charge its non 272 affiliates, therefore there is no issue of 

22 Schwartz. Direct Testimony, at 43 and Exhibit MES-9. 
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discrimination. The pricing used by the BOC for services provided to the 272 

Affiliate follows the pricing hierarchy of the rules contained in FCC Part 32.27 and 

CC Docket 96-150, the Accounting Safeguards order. Methods and procedures are 

contained in the BOC’s CAM that has been approved by the FCC. The BOC’s 

external auditors have reviewed this process in conjunction with their audits without 

any findings of non-compliance. 

VI. COMPLIANCE WITH SECTION 272(e) - FULFILLMENT OF CERTAIN 

REQUESTS 

Q: HAS THE BOC MADE A SHOWING THAT IT WILL IMPUTE TO ITSELF 

RATES FOR EXCHANGE AND EXCHANGE ACCESS SERVICES? 

A: Yes. The imputation of access rates was specifically addressed in the response to 

data request AT&T Set 10, Request 105 where the BOC stated “When and if QC does 

use exchange access for the provision of its own services, QC will impute to itself the 

same amount it would charge an unaffiliated interexchange carrier.” 

Q: WHAT EVIDENCE IS NECESSARY TO PROVE QWEST’S INTENTION TO 

COMPLY WITH THE REQUIREMENTS OF SECTION 272(e)? 

A: AT&T complains that Qwest’s assertion that it will comply with Section 272(e)(3) 

and (4) is not sufficient because “mere words” will not allow the Commission to 
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make a predictive judgment. But such “mere words” are exactly what the FCC has 

found will suffice in demonstrating future compliance with this section: 

BellSouth states that BST will charge BSLD rates for telephone exchange 
service and exchange access that are no less than the amount BST would 
charge any unaffiliated interexchange carrier for such service. BellSouth 
also states that where BST uses exchange access for the provision of its 
own services, BST will impute to itself the same amount it would charge 
an unaffiliated interexchange carrier. Therefore, BellSouth has adequately 
demonstrated that it will comply with the requirement of Section 
272(e)(3).23 

Furthermore, Qwest does not agree that the Commission should impose additional 

requirements to ensure QCC does not engage in price squeezes. Indeed, the FCC 

itself specifically rejected the assertion that such additional requirements should be 

imposed, concluding that “further rules addressing predatory pricing by BOC Section 

272 affiliates are not necessary because adequate mechanisms are available to address 

this potential problem.”24 

VII. COMPLIANCE WITH SECTION 272 (g) -JOINT MARKETING 

Q: WHAT GUIDANCE HAS THE FCC PROVIDED WITH REGARD TO SECTION 

272(g) IN BOC SECTION 272 APPROVAL ORDERS? 

23 BellSouth -Louisiana Order, 4[ 354 (rel. October 13, 1998) (footnotes omitted); see also id. at 1 
355 (finding that BellSouth will comply with Section 272(e)(4) because “BellSouth commits that, to 
the extent that BST is permitted to provide interLATA or intraLATA facilities or services to 
BSLD, BST will make such services or facilities available to all carriers at the same rates, terms, 
and conditions and will record any transactions between BST and BSLD in the manner prescribed 
in the Accounting Safeguards Order.”). 

24 Non-Accounting Safeguards Order, ’I[ 258. 
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1 A: The FCC has stated, “We do not require applicants to submit proposed marketing 

2 scripts as a precondition for Section 271 approval, nor do we expect to review revised 

3 marketing scripts on an ongoing basis once Section 271 authorization is granted. 

4 Applicants are free to tell us how they intend to joint market, although we do not 

25 5 require them to do so”. 

6 

7 

8 

9 

10 

11 

12 

13 marketing services. 

Q: HAS THE BOC COMPLIED WITH THIS GUIDANCE? 

A: Yes, the BOC has posted to the Section 272 website a copy of all work orders 

describing the services provided by QC to QCC. When joint marketing services are 

provided, those services will also be posted to the Internet website. The BOC is not 

required to provide copies of actual marketing scripts used in the provision of joint 

14 

15 

16 

17 

Q: DOES THE BOC COMPLY WITH THE NONDISCRIMINATION PROVISION OF 

PRODUCT PLANNING, DESIGN AND DEVELOPMENT ACTIVITIES BY 

POSTING THEM TO THE INTERNET AND MAKING THEM AVAILABLE TO 

18 THIRD PARTIES? 

19 A: Yes, the BOC has posted services to the Internet website which involve product 

20 development and product management. These can be found under the work order 

25 Application of BellSouth Corporation, et. al. Pursuant To Section 271 of the Communications Act of 
1934, as amended, To Provide In-Region, lnterLATA Services in South Carolina, CC Docket No. 97-208, 
Memorandum Opinion and Order, FCC 97-418 (rel. Dec. 24, 1997), q[ 236 (“BellSouth- South Carolina 
Order ”). 
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1 

2 

3 

4 

5 

6 

7 

labeled “Interim Product Development”. All of the services posted to the Internet 

website are available for third parties to purchase on a nondiscriminatory basis. 

Q: HAS THE BOC UPDATED THE PUBLIC RECORD WITH A MORE RECENT 

VERSION OF ITS METHODS FOR AFFILIATE TRANSACTIONS (“MAT”)? 

A: Yes, the BOC has updated the MAT to reflect the latest methods and procedures 

8 regarding affiliate transactions. The new version of the MAT was filed as an exhibit 

9 to my direct testimony. The new MAT no longer contains the wording referenced by 

10 AT&T. 26 

11 

12 

13 

14 

Q: IS IT INAPPROPRIATE THAT QWEST WIRELESS HAS A DIFFERENT 

MARKETING AGREEMENT WITH THE BOC THAN DOES LD? 

15 A: No. There is simply no requirement that prevents a BOC from executing different 

16 

17 

18 

19 

20 

21 

agreements with different affiliates involving similar services. Indeed, the marketing 

agreements will pertain specifically to the circumstances regarding each service that 

is provided. For example, there is a Wireless joint marketing agreement that pertains 

to sales of BOC products in Wireless retail stores. It is very doubtful that a similar 

agreement will be relevant between the 272 Affiliate and the BOC. Therefore, the 

joint marketing services provided to different affiliates are likely to vary and a 

I 
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3 

4 

5 
6 
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10 

11 

12 

13 
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16 

17 

18 

19 

20 

21 

22 

comparison of the services provided has no relevance to Section 272 compliance. 

The BOC complies with Section 272 by posting the transaction on the Internet. 

VIII. CONCLUSION 

Q: PLEASE SUMMARIZE YOUR TESTIMONY. 

A: In this rebuttal testimony I have provided additional evidence that the BOC is in 

compliance with all aspects of Section 272. I have shown that the BOC is in 

compliance with the separate transaction requirements and does not need to have 

accounting systems at separate locations. The BOC and 272 Affiliate meet the test 

for separate officers regardless of the reporting structure. The transactions posted to 

the Internet website meet the FCC requirements regarding sufficiency, and the BOC 

is not required to post the “live” transactions. I have addressed the transitional period 

that the BOC encountered, and how that period is not representative of ongoing 

processes. Also, I clarified that there is no FCC requirement regarding the movement 

of employees between the BOC and 272 Affiliate, no need to have separate payroll 

administration, or a prohibition regarding administrative services that the BOC and 

272 Affiliate may purchase from each other. I have also clarified that there were no 

chaining transactions occurring in the services provided from AT to Qwest LD, so 

those services are not subject to nondiscrimination requirements. I have confirmed 

that the BOC has stated that it will impute access charges when required and that this 

26 Skluzak Affidavit Ip 98. 
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confirmation meets the FCC’s requirement. Lastly, I have addressed the joint 

marketing issues raised by AT&T and have shown that the BOC has made product 

development services available by posting them to the Internet website if other parties 

wish to purchase those services. 

By refuting each of the major issues raised by AT&T, I have shown that statements 

that the BOC does not comply with the 272 requirements are misleading, based on 

inaccurate data, or focused solely on the transitional period. Therefore, there is a 

reasonable and rational basis for the Commissions to determine that the BOC does 

have appropriate processes and controls in place to enable it to meet the 272 

compliance requirements. 

Q: DOES THIS COMPLETE YOUR REBUTTAL, TESTIMONY? 

A: Yes, it does. 



Seven State Collaborative 272 Workshops 
Qwest Corporation 

Exhibit of Marie E. Schwartz 
E x h i b i t  MES-1 

CERTIFICATION 

I certify that I am a n  officer of Qwest Corporation; that I have examined the Qwest 
Communications Corporation Section 272 Affiliate Transactions and that to the best of my 
knowledge, information, and belief, all statements of fact posted at that website are true and 
that said postings accurately reflect the transactions that have occurred between QC and  
QCC for the period July 1, 2000 through December 31, 2000. 

PRINTED NAME Mark A. Schumacher 

POSITION Control I er 

SIGNATURE 

(Persons making willful false statements in this report form can  be punished by fine or 
imprisonment under the Communications act, 47 U.S.C. 220 (e).) 
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1 1. INTRODUCTION, QUALIFICATIONS, AND PURPOSE OF TESTIMONY 

2 Q. 

3 A. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

19 A. 

20 

21 

PLEASE STATE YOUR NAME AND QUALIFICATIONS, 

My name is Judith L. Brunsting. I am employed by Qwest Communications 

Corporation (UQCC") as Executive Director, 272 Implementation and 

Compliance. I am responsible for regulatory and public policy issues as well 

implementing requirements and coordinating activities associated with Section 

272 compliance. I am a graduate of Nettleton Business College with a degree in 

Accounting. I have more than 30 years experience in the telecommunications 

industry with an emphasis in engineering, marketing, regulatory, and planning. I 

have held positions in the Network, Public Policy, and Wholesale organizations 

within the former U S WEST Communications, Inc. In 1995, 1 became the 

Director, Regulatory, for Time Warner Communications responsible for obtaining 

and maintaining state and federal certification. I assumed the position of 

Director, Regulatory, for U S WEST Long Distance, Inc. in 1997. Network 

responsibilities were added to this position in 1999. I was appointed to my 

current position for Qwest Long Distance in November, 2000. Recently, the 

position has transferred to Qwest Communications Corporation, the 272 Affiliate. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to provide the Commissions with information 

relating to progress Qwest Communications Corporation, my employer, the 272 

Affiliate (hereinafter '272 Affiliate") has made with regard to Section 272 of the 
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Telecommunications Act of 1996 (“Act”) and to show that the 272 Affiliate is 

prepared to satisfy Section 272 requirements once Qwest Corporation, 

(hereinafter the “BOC”), obtains Section 271 authority. 

I will demonstrate that upon the BOC’s receipt of in-region, interLATA authority in 

any or all of the following states: Idaho, Iowa, Montana, New Mexico, North 

Dakota, Utah, and Wyoming (hereinafter the “7 States”), the 272 Affiliate will 

follow Sections 272(a) “Separate Affiliate Required for Competitive Activities”, 

272(b) “Structural and Transactional Requirements”, and 272(g) “Joint 

Marketing” of the Act, and related rules as determined by the Federal 

Communications Commission (YFCC”). 

My testimony also discusses the nondiscriminatory safeguards described in 

Section 272(c) of the Act. Although not specifically directed at the long distance 

affiliate, with the exception of the express exemption set forth in Section 272(g), 

the BOC may not provide greater access to any goods, services, facilities, or 

information to the 272 Affiliate than any other interexchange carrier. Further, all 

transactions between the 272 Affiliate and the BOC must be accounted for in 

accordance with the FCC’s affiliate transaction rules. My testimony 

demonstrates the business processes the 272 Affiliate has in place to comply 

with these safeguards and ensure arm’s length transactions for the services it 

receives and provides. 
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1 

2 

3 

4 Q. 

5 

6 A. 

7 

a 

- 9  

10 

11 

12 

13 

14 

15 

16 

17 

My testimony also explains the steps the 272 Affiliate has taken to ensure it 

satisfies these requirements of Section 272, including implementation of 

employee training and awareness efforts. 

IS QWEST COMMUNICATIONS CORPORATION PREPARED TO ADHERE TO 

SECTION 272? 

Before discussing the facts showing that the 272 Affiliate is prepared to satisfy 

Section 272, it is important to distinguish the difference between Section 272 and 

Section 271 satisfaction. Section 271 sets forth the requirements that must be 

satisfied before the BOC can enter the in-region, interLATA market. Section 272 

defines how the BOC or any affiliate of the BOC must operate when offering 

such interLATA services once the BOC receives Section 271 authority. Thus, 

there is no specific requirement that the 272 Affiliate meet Section 272 

obligations now: rather it must only demonstrate that it will comply with the 

requirements of Section 272.' The 272 Affiliate must present evidence that it is 

prepared to operate under the terms of Section 272 once the BOC is granted 

authorization to provide in-region, interLATA services in any of the 7 States. In 

essence, the Commissions must make a "predictive judgment" about whether 

' Application by Bell Atlentic New York for Authorization Under Section 271 of the Communications Act to 
Provide In-Region, InterLATA Service in the State of New York, CC Docket No. 99-295, Memorandum 
Opinion and Order, FCC 99404 (rel. Dec. 22, 1999), 7403 (hereinafter %ANY Order"); Applicafion by 
SBC Communications, Inc., Southwestern Bell Telephone Company, and Southwestern Bell 
Communications Services, Inc. d/b/a Southwestern Bell Long Distance Pursuant to Section 271 of the 
Telecommunications Act of 1996 to Provide In-Region, InterLATA Services in Texas, CC Docket No. 00- 
65, Memorandum Opinion and Order, FCC 00-238 (rei. June 30, 2000), f394 (hereinafter "SBC-Texas 
Order"). 
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Section 272 satisfaction appears likely. The FCC has recognized this distinction 

in its Section 271 decisions.2 

II. EXECUTIVE SUMMARY 

PLEASE PROVIDE A SUMMARY OF YOUR TESTIMONY. 

My testimony discusses the relationship between several different companies 

within the Qwest corporate family. These companies are discussed repeatedly 

in my testimony: 1 ) Qwest Communications Corporation ("QCC"), 2) Qwest 

Corporation ("QC"), 3) Qwest Services Corporation ("QSC"), and 4) Qwest 

Communications International Inc. Given the similarity of the acronyms between - 

the companies, it may be difficult to review my testimony if the companies were 

referred to in that manner. Consequently, in my testimony I will refer to QCC as 

the Section "272 Affiliate"; QC as the "BOC"; and Qwest Services Corporation, 

the parent of the 272 Affiliate and the BOC, as the "Services Company". 

My testimony provides the Commissions with information relating to the progress 

the 272 Affiliate has made with regard to Section 272 of the Act. I provide an 

overview of the 272 Affiliate's processes and procedures, which establishes that 

the 272 Affiliate is prepared to offer service in compliance with Section 272. The 

testimony of Ms. Marie E. Schwartz, an employee of the BOC, provides 

Application of BellSouth Corporation, BellSouth Telecommunications, Inc., and BellSouth Long Distance, 
Inc., for Provision of In-Region, InterLATA Setvices in Louisiana, CC Docket No. 98-121 (rei. Oct. 13, 
1998), n321 ('requires a predictive judgment regarding the future behavior of the BOC.") (hereinafter 
"BellSouth-LA I1 Order); BANY at Y402; SBC-Texas Order at n395. 



Seven State Collaborative 271 Workshops 
Qwest Communications Corporation 

Testimony of Judith L. Brunsting 
Page 5, March 30,2001 

1 

2 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

additional evidence as to how these requirements are being implemented within 

the BOC. 

I demonstrate that the 272 Affiliate will satisfy all of the relevant requirements of 

Section 272, and the related rules directed by the FCC, following the BOC’s 

receipt of in-region, interLATA authority in any of the 7 States. The 272 Affiliate 

is a separate affiliate that will offer originating interLATA services in any of the 7 

States upon approval. 

There are three provisions of Section 272 that directly affect the 272 Affiliate, 

subsections (a), (b), and (9). My testimony will address each of these provisions 

and how the 272 Affiliate is prepared to satisfy each of them. 

Section 272(a) of the Act requires that the BOC provide in-region, interLATA long 

distance services through one or more separate long distance affiliates. Long 

distance services will be offered by Qwest, upon Section 271 approval, by the 

272 Affiliate. 

Section 272(b) requires the 272 Affiliate to operate independently from the BOC; 

maintain separate books, records, and accounts; have its own directors, officers, 

and employees; obtain credit that will not provide recourse to the assets of the 

BOC; and, conduct all transactions with the BOC on an arm’s length basis, with 

all such transactions reduced to writing and available for public inspection. The 

272 Affiliate will satisfy these requirements of the Act. 
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Section 272(g) sets forth guidelines on how the 272 Affiliate and the BOC can 

jointly market interLATA long distance services. The 272 Affiliate will adhere to 

these requirements of the Act. 

I will also discuss the employee training and awareness efforts that the 272 

Affiliate has implemented to ensure it continues to follow the applicable Section 

272 requirements. 

111. THE 272 AFFILIATE SATISFIES THE SEPARATE AFFILIATE 
REQUIREMENTS OF SECTION 272(a) 

PLEASE DESCRIBE THE STRUCTURE OF QWEST COMMUNICATIONS 

CORPORATION. 

I have confirmed that the 272 Affiliate (UQCC") is an indirect, wholly owned 

subsidiary of Qwest Communications International Inc., a Delaware corporation. 

The 272 Affiliate is a duly formed and existing corporation organized under the 

laws of the State of Delaware as shown in Exhibit JLB-1. The 272 Affiliate and 

the BOC are both subsidiaries of Qwest Service Corporation ("QSC" or "Services 

Company") which is a wholly owned subsidiary of Qwest Communications 

International Inc. See Exhibit JLB-2. The 272 Affiliate is not a subsidiary of the 

BOC or any affiliated ILEC. In addition, I have confirmed that the 272 Affiliate 

owns no stock of the BOC nor does the BOC own any stock of the 272 Affiliate. 

Thus, as both a legal and practical matter, the two companies are separate. 
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The 7 Affiliate currently holds a certificate of authority to transact business 

from the Secretary of State in each of the fourteen (14) states that comprise the 

BOC’s territory. The 272 Affiliate’s “Certificate of Disclosure” for each of the 7 

States provides it with authority to operate in those states. See Exhibit JLB-3. 

WOULD YOU PLEASE EXPLAIN THE STATUS OF U S WEST LONG 

DISTANCE SINCE THE MERGER? 

Prior to the merger of Qwest and U S WEST, U S WEST had formed U S WEST 

Long Distance as a separate affiliate to provide in-region, interLATA 

telecommunications services in its 14-state territory once Section 271 authority 

was granted. At that time, U S WEST Long Distance was planning to offer in- 

region, interLATA long distance service as a reseller, using the underlying 

facilities of various carriers. 

In the summer of 2000, once the merger was completed, U S WEST Long 

Distance’s name was changed to Qwest Long Distance. In the fall, Qwest 

revisited the strategy of which legal entity should offer interLATA services 

in-region. About mid-January, QCC was identified as the 272 subsidiary to offer 

interLATA telecommunications service. A plan was developed to transition QCC 

to be 272 compliant. The activities included placing employees in the 

appropriate Qwest entity, evaluating and documenting all transactions between 

the 272 Affiliate and the BOC, posting all such transactions, training employees, 

and ensuring all other separateness requirements of 272. 
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Qwest Long Distance continues to exist today as a fully compliant 272 

subsidiary. Currently, plans are to merge Qwest Long Distance with QCC in the 

May, 2001 timeframe. 

IV. THE 272 AFFILIATE COMPLIES WITH THE STRUCTURAL AND 
TRANSACTIONAL REQUIREMENTS OF SECTION 272(b) 

PLEASE DESCRIBE HOW THE 272 AFFILIATE SATISFIES SECTION 272(b) 

OF THE ACT. 

Section 272(b) contains five “structural separations” that the BOC and the 272 

Affiliate must maintain for as long as the requirements of Section 272 are in 

force. 
- 

A. Section 272(b)(1) - Operate Independently from the BOC 

WHAT DOES SECTION 272(b)(1) REQUIRE AND HOW DOES THE 272 

AFFILIATE SATISFY THIS SECTION? 

First, Section 272(b)(1) requires the 272 Affiliate to operate independently from 

the BOC. Several facts show that the 272 Affiliate satisfies this provision: 

a. The 272 Affiliate does not and will not jointly own, with the BOC, 

telecommunications transmission and switching facilities, or the land and 

buildings on which such facilities are located. 

b. The 272 Affiliate is not currently providing to the BOC operations, 

installation, or maintenance (“OI&M”) services in connection with the 
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BOC’s switching and transmission facilities, nor will it provide these 

services to the BOC as long as Section 272 is in force. 

c. The 272 Affiliate will not accept from the BOC or any other Qwest affiliate 

OI&M services in connection with the 272 Affiliate’s switching and 

transmission facilities. 

Qwest’s 272 Affiliate plans to provide its own in-region, interLATA long distance 

products and services. It will use its own transmission and switching facilities 

and obtain wholesale network services from one or more unaffiliated carriers. 

The 272 Affiliate will perform OI&M on its own network facilities. 

The FCC did not, however, preclude the 272 Affiliate and its affiliated BOC from 

providing telecommunications services to one an~ther .~ For example, if the 272 

Affiliate obtains a tariffed exchange service or exchange access service from the 

BOC, the BOC may provide the OI&M functions on its own network used to 

provide that service to the 272 Affiliate. Likewise, if the BOC were to obtain a 

long distance service from the 272 Affiliate, then the 272 Affiliate would be 

allowed to provide the OI&M functions on the facilities used to provide that 

service. 

Non-Accounting Safeguards Order, 11 FCC Rcd at 21,984-85, at 1164. 
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6. Section 272(b)(2) - Separate Books, Records, and Accounts 

WHAT DOES SECTION 272(b)(2) REQUIRE AND SPECIFICALLY HOW DOES 

THE 272 AFFILIATE SATISFY THIS SECTION? 

Section 272(b)(2) requires that the 272 Affiliate maintain books, records, and 

accounts that are separate from the books, records, and accounts of the BOC. 

Several facts show that the 272 Affiliate satisfies this provision: 

a. The 272 Affiliate follows Generally Accepted Accounting Principles 

("GAAP"), as adopted by the FCC in Docket 96-150. The 272 Affiliate's 

books, records, and accounts are maintained in accordance with GAAP 

and consolidated into Qwest Communications International Inc.'s 

financials. Since Qwest Communications International Inc. is a publicly 

held corporation, subject to federal securities statutes, it reports its 

financial activities in accordance with GAAP. 

b. Qwest Communications International Inc.'s consolidated financial 

statements as contained in the Form 10-K filed with the Securities and 

Exchange Commission (YSEC"), include the report of its independent 

auditor, Arthur Andersen, L.L.P., which provide an unqualified opinion 

regarding the fair presentation of those statements in accordance with 

accounting principles generally accepted in the United States. These 

financial statements include the consolidated results of the 272 Affiliate. 
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The 272 Affiliate has established and maintains a Chart of Accounts that 

is separate from the BOC’s Chart of Accounts as shown in confidential 

Exhibit JLB-4. 

The 272 Affiliate will maintain a separate set of financial statements from 

those of the BOC for internal and corporate use. Although these 

statements are not publicly released, the financial information is 

consolidated into Qwest Communications International Inc.’s publicly 

available financial reports. These separate financial statements will be 

available in early May. 

The 272 Affiliate maintains expenditure controls that ensure the 272 

Affiliate’s funds are expended appropriately. The necessity and accuracy 

of an expense or capital expenditure is the responsibility of the employee. 

When an employee initiates payment of funds, the employee is certifying 

that a valid business purpose exists for the expenditure. All expenditures 

also require approval from a supervisor to certify and review the 

documentation associated with the expenditure. Policies, which specify 

the amount each level of management is allowed to approve, exist for 

expenditures related to third patty vendors. 

The ledger system of the 272 Affiliate is separate from the BOC’s ledger 

system. The system contains “edits” to control and validate appropriate 
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classification of expense. The books are part of the annual financial audit 

conducted by an external auditor. 

The 272 Affiliate’s accounting and finance functions are performed on 

behalf of the 272 Affiliate by the Services Company. 

The 272 Affiliate has its own federal tax identification number that is 

separate from the BOC’s federal tax identification number. 

The 272 Affiliate pays applicable taxes and fees to various taxing and 

regulatory agencies separately from the BOC. 

The 272 Affiliate complies with state and FCC regulatory reporting 

requirements separately from the BOC. 

C. Section 272(b)(3) - Separate Officers, Directors, and Employees 

HOW DOES THE 272 AFFILIATE SATISFY THE SEPARATENESS 

REQUIREMENTS OF 272(b)(3)? 

Section 272(b)(3) requires the 272 Affiliate to have separate officers, directors, 

and employees from the BOC. The 272 Affiliate satisfies this provision as shown 

by the following facts: 

a. The 272 Affiliate has no officers, directors, or employees that are also 

officers, directors, or employees of the BOC. 
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No director of the 272 Affiliate will also act as a director of the BOC and, 

as long as the requirements of Section 272 remain in force, no director of 

the 272 Affiliate will also simultaneously act as a director of the BOC. 

The 272 Affiliate has two (2) directors, Drake Tempest and a recent 

vacancy. Mr. Tempest is not an officer or a director of the BOC. Exhibit 

JLB-5 provides a complete listing of the 272 Affiliate’s Board of Directors 

and officers, none of whom are employees, officers, or directors of the 

BOC. Further, Exhibit JLB-6 provides a complete listing of the BOC’s 

Board of Directors and officers, none of whom are employees, officers, or 

directors of the 272 Affiliate. In the FCC’s order pertaining to BellSouth’s 

Louisiana Section 271 filing, the FCC stated that, 

“We disagree with Sprint’s contention that having one 
director for BSLD is insufficient to satisfy the 
requirement of section 272(b)(3) because one director 
cannot provide the collective oversight and 
consideration for the effective realization of the Board 
of Director’s substantial responsibilities. Neither the 
statute nor our implementing regulations require a 
BOC to . . establish a minimum number of Board 
members.’ 

Further, in its recent orders in the Bell Atlantic-New York and the 

SBC-Texas applications, the FCC stated that a comparison of the BOC 

and the Section 272 Affiliate’s officer lists, as well as a payroll comparison 

BellSouth-LA I I  Order at fl330. 
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which Ms. Schwartz discusses in her testimony, satisfies the FCC’s test 

for Section 272(b)(3) complian~e.~ 

The 272 Affiliate and the BOC maintain and will continue to maintain 

separate payrolls. The 272 Affiliate currently employs a separate staff 

from the BOC. No 272 Affiliate employee is an employee of the BOC and, 

as long as applicable Section 272 requirements exist, no employees of 

the 272 Affiliate will be simultaneously employed by the BOC. 

The 272 Affiliate, the BOC, and the Service Company have provided color 

identification material to employees that assist in identifying the 

associated affiliate. A certain color is reflected on an employee’s badge 

and office nametag, e.g., red for the 272 Affiliate. The color indicates the 

affiliate for which a given employee works. 

Separations between 272 Affiliate and BOC employees are maintained 

throughout. For example, when BOC employees provide payroll services 

to the 272 Affiliate, the services are documented in the form of a Work 

Order and the rates, terms, and conditions are available for public 

inspection, as required by Section 272(b)(5). When 272 Affiliate 

employees provide services to Qwest affiliates, including the BOC, the 

employees are required to time report and the BOC is charged for their 

BANY Order at 1409; SBC-Texas Order at 1401. 
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time using rates set according to applicable FCC requirements. These 

services are documented in the form of a Task Order and the rates, 

terms, and conditions are available for public inspection, as required by 

Section 272(b)(5). 

g. The 272 Affiliate initiates a series of activities when an employee accepts 

employment with another company in the Qwest corporate family. The 

departing 272 Affiliate employee must notify hidher manager of their 

decision to leave; a letter of resignation may accompany their notice, but 

is not required. A resignation date is then determined and prior to this 

date, the departing 272 Affiliate employee must return 272 Affiliate-owned 

assets and account for documents in their possession. After the 

resignation date, the 272 Affiliate removes the ex-employee from its 

payroll. 

Organizationally, separation between the BOC and the 272 Affiliate is maintained 

throughout at all times. The FCC found in its order in BellSouth's Louisiana 

Section 271 filing (FCC 98-271), Paragraph 330, that "...[N]either the statute nor 

our implementing regulations require a BOC to outline the reporting structure of 

its affiliate's Board of Direct0 rs..." to show compliance with this section of this 

Act. To meet its burden of proof, the Section 272 subsidiary must only provide 

evidence that its officers, directors, and employees are separate from those of 

the BOC. 
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The 272 Affiliate’s officers have a fiduciary obligation to the 272 Affiliate’s Board 

of Directors to manage the business in an appropriate manner. 

Affiliate’s Board of Directors has, in turn, similar obligations and responsibilities. 

The 272 

It is important to note that while Congress anticipated the need for structural 

separation between a BOC and the Section 272 subsidiary, the Act specifically 

contemplates that a BOC and its Section 272 subsidiary would be affiliates under 

a single parent company. The very structure utilized by Qwest Communications 

International Inc. is expressly sanctioned and expected by the express terms of 

Section 272. As affiliates, the 272 Affiliate and BOC have unique financial and 

business responsibilities and obligations to their boards of directors and - 

ultimately to their shareholders, notwithstanding Section 272 requirements. 

Further, these requirements will continue to be satisfied in all future movement of 

employees, officers, or directors. For example, if a 272 Affiliate director is 

moved to any position within the BOC, that person will not remain on the 272 

Affiliate’s board. Similarly, if an officer of the BOC is placed on the 272 Affiliate’s 

board, that person will cease to be employed by or serve as an officer of the 

BOC. 
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D. Section 272(b)(4) - No Recourse to BOC’s Assets 

PLEASE EXPLAIN WHAT THE 272 AFFILIATE HAS DONE TO BE IN 

ACCORDANCE WITH 272(b)(4). 

Section 272(b)(4) states that the Section 272 Affiliate cannot obtain credit under 

any arrangement that would permit a creditor to have recourse to the assets of 

the BOC. Several facts establish the 272 Affiliate’s satisfaction of this provision: 

a. The 272 Affiliate has not requested, nor will it request, any Qwest entity, 

to co-sign a contract or any other agreement with the 272 Affiliate in a 

manner which would allow a creditor to obtain recourse to the BOC’s 

assets. 

b. The 272 Affiliate is capitalized separately from the BOC. Funding for the 

272 Affiliate is provided by financial obligations issued by Qwest Capital 

Funding, Inc. (“QCFI”), a separate subsidiary of Qwest Communications 

International Inc. The debt issued by QCFI is guaranteed by Qwest 

Communications International Inc., and neither the debt obligations issued 

by QCFI, nor the guarantee by Qwest Communications International Inc. 

provide creditors recourse to the assets of the BOC. The BOC issues its 

own direct financial obligations to fund its operations - principally 

commercial papers, notes, and bonds. 
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c. The Master Services Agreement (“MSA) between the BOC and the 272 

Affiliate states that contracts entered into by the 272 Affiliate are the sole 

responsibility of the 272 Affiliate and has no recourse to the BOC’s 

assets. In case of default, liability is limited to charges for costs incurred 

under the Agreement. 

E. Section 272(b)(5) - Transactions at Arm’s Length, in Writing, and 
Publicly Available 

PLEASE DESCRIBE THE STEPS THE 272 AFFILIATE HAS TAKEN TO MEET 

SECTION 272(b)(5). 

Section 272(b)(5) requires that all transactions between the 272 Affiliate and the 

BOC be at arm’s length, with any such transactions reduced to writing and 

available for public inspection. The 272 Affiliate satisfies this provision as shown 

by the following facts: 

a. The 272 Affiliate has and will continue to account for all transactions 

between itself and the BOC in accordance with the FCC’s affiliate 

transaction rules. 

b. All transactions between the 272 Affiliate and the BOC are documented 

as part of a MSA, Service Agreement (“SA”), stand-alone contract, or 

purchased as a tariffed service offering. The SA between the 272 Affiliate 

and the BOC is provided as Exhibit JLB-7. The other agreements are 

provided as exhibits to Ms. Marie E. Schwartz’s testimony. 
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ns between the 272 Affiliate and the BOC are posted on 

Qwest Communications International Inc.’s Internet Home Page site, the 

contents of which are intended to be part of this record: 

http://www.qwest.com/a boutlpolicyldocslqccloverview. html 

The 272 Affiliate, as an added protection, is required to contact its BOC 

Sales Executive Team, Sales Executive, to obtain access services. Sales 

Executives are the contact people who ensure that all interexchange 

carriers have equivalent access to the BOC’s goods, services, facilities, 

and information. The 272 Affiliate’s Sales Executive, as with any other 

carrier, contacts the representative in the BOC business unit providing the 

requested service and a manager in the BOC’s Regulatory Accounting 

group. 

The 272 Affiliate is also required to use the BOC Service Management 

Team as a single source of support for all provisioning, maintenance, and 

repair issues. The Service Management Team, as with any other carrier, 

http://www.qwest.com/a
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V. SECTION 272(g) -JOINT MARKETING 

WHAT OBLIGATION DOES THE 272 AFFILIATE HAVE UNDER SECTION 

272(g)? 

Section 272(g) of the Act provides the guidelines the 272 Affiliate and the BOC 

must follow relative to joint marketing. The BOC will not market or sell the 

in-region, interLATA services of the 272 Affiliate until authorized. The 272 

Affiliate understands its obligations under previous FCC 271 orders relative to 

Section 272, and is prepared to follow the joint marketing rules. 

In this application the 272 Affiliate will not be providing proposed marketing 

scripts or plans, nor is it required to do so. As stated in the FCC order for 

BellSouth-South Carolina, regarding proposed telemarketing script, 

'We do not require applicants to submit proposed marketing 
scripts as a precondition for Section 271 approval, nor do we 
expect to review revised marketing scripts on an ongoing 
basis once Section 271 authorization is granted. Applicants 
are free to tell us how they intend to joint market, although 
we do not require them to do  SO."^ 

The FCC reaffirmed this position in the Bell Atlantic-New York order by stating: 

'We reject as inconsistent with Commission precedent 
AT&T's contention that Bell Atlantic must submit proposed 

Application of BellSouth Corporation, et a/. Pursuant to Section 271 of the Communications Act of 1934, 
as amended, To Provide In-Region, InterLATA Services in South Carolina, CC Docket No. 97-208, 
Memorandum Opinion and Order, FCC 97-418 (rei. Dec. 24, 1997), 7236. 
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to demonstrate compliance with 

Further, it is important to point out that in its Non-Accounting Safeguards Order, 

the FCC stated that “no regulations are necessary to implement section 

272(g)( 1 

Thus, for purposes of Section 272(g), the 272 Affiliate understands and will abide 

by this provision. 

VI. THE 272 AFFILIATE’S TRAINING EFFORTS 

WHAT STEPS HAS THE 272 AFFILIATE TAKEN TO ENSURE THAT ITS - 

EMPLOYEES UNDERSTAND THEIR OBLIGATIONS UNDER SECTION 2723 

All Qwest Communications International Inc. employees, including those in the 

272 Affiliate, are required to review the company’s code of conduct and certifL 

that they understand and will comply with company policies, including regulatory 

requirements. New hires to Qwest are obligated to go through this training within 

ten (10) days of hire. 

In addition to overall corporate training efforts, all current 272 Affiliate employees 

received further Section 272-specific training using materials shown in Exhibit 

JLB-8. 

~ 

’ BANY Order at w19. 
Non-Accounting Safeguards Order, 11 f CC Rcd at 22,043-44, at 7286. 
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IS THERE A PROCESS IN PLACE FOR THE 272 AFFILIATE EMPLOYEES 

WHO HAVE COMPLIANCE QUESTIONS OR ISSUES? 

Yes. The 272 Affiliate will use the Qwest Communications International Inc. 

Corporate Compliance Advice Line for reporting all Section 272 compliance 

issues. The Advice Line number is 1-800-333-8938. Any employee can call this 

number and get answers to their Section 272 issues as well as report suspected 

Section 272 violations. 

VII. CONCLUSION 

WOULD YOU PLEASE SUMMARIZE YOUR TESTIMONY? 

My testimony demonstrates how the 272 Affiliate will satisfy Sections 272(a), (b), 

and (9) of the Act, as well as the FCC’s related rules. It also explains the steps 

the 272 Affiliate has taken to ensure its continued satisfaction of Section 272. 

Additionally, my testimony addresses the 272 Affiliate’s employee training and 

awareness efforts to assure continued satisfaction of Section 272. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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INCORPORATION 



OFFICEOFTHE 
PUBLIC REGUTION COMlkUSSION 

CERTIFICATE OF GOOD STANDING AND COMPLIANCE 

IT IS HERBY CERTIFIED THAT: 
QWEST COf(lMVNICATI0NS CORPORATION 

8 

1642388 
a corporation organized under the laws of 

is duly authorized to transact buslness in New Mexico, as a 
Foreign Profit carporat$on, 'under the 

DEI;AWARE 

BUSINESS CORPORATION ACT 
(53-17-1 to 53-17-20 NMSA 1978) 

hauing filed- its .appUcation 'on DECEMBER 7 ,  1993 :- - . 1 

certrficat&.of Authority issued aa of said date. ._ . 

IT IS FUR- CERTIFIED that fees due the Public Regulation 
Conmission, which have'been assessed against the aforesaid 
corporation have been paid to date and aforesaid corporation 
is in corporate good standing & duly authorized to transact 
business a6 its corporate existence has not been revoked i n  
New Mexico. This certificate i n  not to be construed as an 
endorsement, recommendation, or approval of the corporations 
financial condition or business activities and practices. 
This certificate of Good Standing and Compliance expires on 
OCTOBER 15, 2002 

a 

. .  
DATED: MRRcW 26 ,  2001 .. .. . .  . 

. .  

83-27-81 12:49 TO: 
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i State of Delaware 

PAGE i 

.-. 
r i  
i - 

Ofice of the Secretay of State 

I ,  EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE O F  

DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT 

COPY OF THE CERTIFICATE OF AMENDMENT OF "SOUTHERN PACIFIC 
I . .  c ,- , . 

TELECOKKUNICATIONS ~.,' CQMPANY~*, .. C-GTNG . ... .Z,TS NAME FROM "SOUTHERN 
.-;.- 

.. . 
.._ . 

0642301 8100 

950076813 

Edward L?&d J.  Fred, Secretary of State 

A m T C A X O N  746488'0 

04-06-95 
DATE 



- - 
f' 

CERTIFICATE OF AMENDMENT 
OF 

k 

r RESTATED CERTIFICATE OF INCORPORATION 
r 

SOUTHERN PACIFIC TELECOMMUNICATIONS COWANY (the "Corp 
uon"), a corporation organized and existing under and by virtue of the General Corporation 
Law of the State of Delaware (the "Code"), does hueby certify: 

FIRST: The Board of Directors of the Corporation, by unanimous written 
amsent, bas filed with the mimtcs o€ the board a duly adopted resolution proposing and 
declaring advisable the following amendment to the Restated Certificate o l  Incorporation 
of the Corporation: 

"RESOLVED, that the Board of Directors of the Corporation hereby 
authorks and approves that the Corporation change its name from Southern 
Pacific Telecommunications Companyto Q w s t  Communications Corporation 
by striking out Article 1. of the Corporation's Restated Cenifiute of 
Incorporation and substituting in lieu thereof the followhg new Article: 

1. The name of the corporation is QwEsr COMMUNICATIONS 
CORPOIRATION." 

SECOm. The Board of Directors of the Corporation. by Unanimous wittea - 
A amsent, has directed that the foregoing amendment to the Restated Certificate of 

their consideration. 
. Incorporation of the Corparation be presented to the stockholders of the Corporation for 

THIRD: T?IC stockholdcrs of !he Corporation have given their unaaimous 
writken consent :r " ' 2  sbresaid amendment to the Restated Certificate of Incorporation in 
accordance with L .I provisions of Section 228 of the Code. 

FOURTH. mat said amendment was duly adopted in accordance with the 
provisions of Section 242 of the Code. 



IN WlTNESS WHEREOF, Southern Pacific Telecommunications Company has , its caged this certlficate to bc signed by mlas H- Hansan - 
> b s i d e n t  , and attested to by A *  l4bitel-a~ In , its Assistant 

=etary , thi~ - 6th day of Wil, 1995. 

Southern Pac- Telecommunications Company 

. e.. 

. . . .  .................. 
: . . . .  .: < a'; . . . .  = ........ 

.... 

By: 
/ 

mh6 H. €bSan 

president 

Name: 

Title: 

rn 431439.1 
/ 
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LTicle z .  Tzle address a i  i=3 ragisfarod of:icr in 
-Aa Stata or Delaware is 1209 Orange S u s e t ,  in -e cizy of 
wiLaingrun 19801, county of New cast le.  The nama of ita 
raqlsterod agent a: oucl address 16 The Canoration msr 
-any. 

Catporation and chs obj0c+s or purpoaaa to be transacted, 
proaoeod or carried ea by i t  a r 8  ad tollous: To rnqaqe in any 
L U v l r 3  act o r  a c t i v i t y  tar vhic!! corporations nay ba oqanizsd 
under the  -nard Corparation L a w  aF the State of Oalauue. 

classes of stock -dar fha co-?oration is authorizd t3 iasue 
is 2 , 2 0 0 , 0 0 0  shryms, consisting or 2 , 0 0 0 , 0 0 0  shares of caxaon 
Stock v i e  a pe- n l u e  0: $ O . O L  par share and 2 0 0 , 0 0 0  S-6 
ai P r a i u r r d  Stack w i t h  a pur value cf $0.01 p e ~  share. Tba 
PECiCrrod Sf3c)c may be issued in ana ar 50rc Jctirs, and the 
Board of okectars of me Corporadon is cxpr~ealy authorl:cd 
(11 +a f i x  tho dos ignr  pouun,  prefermeas, riqhur, 

any series a: ~ze iorrad  Stock Md ( I f )  to specify at mubec 
of share3 of any sarlos of Ptefarred Stack. 

acrpt as ruthoritad by a rasolutian 62 
t l la  Board of Directors  of the Carporation and ucpserrly 
p r o v f d o d  ia vririag by separate eonczacc beween ttra IasueX 
urd a stockholdor or proposal swcllloldor o f  M a  Co-oration, 
no ntoc)cholder of the Corporation shal l  hava my p s m p t i v e  0 1  
s h i r a r  right to a u b ~ c i b o  t o r  any rddlrfonal ohated GfCW-k, 
0: gar 4 - a  seca=j,+i,os of any class, or For r i g h u ,  u a r r ~ ~  

,-,, 

- 
w. Tho nst?uo of *&e business of &A8 

-. (a) The t o t a l  rrumbcr of shares a t  UE 

qualftLcations, md restric=ions vi-& rasp- to . 

(b) 
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QWEST COMMUNICATIONS CORPORATION CERTIFICATES OF 
DISCLOSURE FOR IDAHO, IOWA, MONTANA, NEW MEXICO, 

NORTH DAKOTA, UTAH, AND WYOMING 



I 1 

that 

State of ldaho 

CERTIFICATE OF EXISTENCE 

OF 

QWEST COMMUNICATIONS CORPORATION 

File Number C 107584 

I, PETE T. CENARRUSA, Secretary of State of the State of Idaho, hereby certify 

am the custodian of the corporation records of this State. 

I FURTHER CERTiFY That the record of this office show that the above-named 

corporation was incorporated under the laws of DELAWARE and filed to transact 
business in Idaho on September 6,1994. 

I FURTHER CERTIFY That the corporation is in goodstanding on the records of 

this office. 

Dated: March 14,2001 



No. GO102247 
Date: 0 3 / 1 4 / 2 0 0 ~  

C T CORPORATION SYSTEM 
ATTN: NANCY 
2222 GEiAND 
DES MOINES, IA 50312 

CERTIFICATE OF AUTHORIZATION 

Name: QWE 
Begin date: 
Expiration: 
State : 

T COMMUNICATIONS CORPORATION 
19940907 
PERPETUAL 
DELAWARE 

I, CHESTXR J. CULVER, secretary of state of the s t a t e  of Iowa, 
custodiar, of the records of incorporations, certify that the 
corporation named on this certificate is authorized to t ransact  
business i n  this state,  that the corporation qualifed to do 
business i n  Iowa on the date printed above, tha t  all fees 
required by the Iowa Business Corporation Act have been paid by 
the corporation, and that the most recent biennial corporate 
report required by Iowa Code chapter 490 has been filed by t h e  
secretary of state. 

CHESTER J. CCLVER SECRETARY OF STATE 
zz-hw 



SECRETARY OF STATE 
STATE OF MONTANA 

CERTIFICATE OF AUTHORIZATION 

I, Bob Brown, Secretary of State of the State of Montana, do hereby certifv that un 09/27/1994, 
t h ~ s  office issued s Certificate of Authority to: 

QWEST COMMUNICATIONS CORPORATION 

a foreign corporation organized under the laws of the State or the Province of DE, to transact 
business and conduct affairs in the State of Montana. 

I further certify that all taxes, fees and penalties owed to this state have been paid and that thc 
most recent annual report has been filed with this office. 

I further certifv that the Certificate of Authorjty of said corporation has not been revoked and it 
has not been issued a certificate of withdrawal nor has it caused any notice of dissolution or 
withdrawal to  be placed on record in this office. 

I f d i a  certify that my records indicate the corporation is in good standing under the laws o f  the 
State of Montana and is authorized to conduct its business and affairs in his State. 

IN WITNESS WHEREOF, I have hercunto set 
my hand and affixed the Great Seal of the State 
of Montana, at Helena, the Capital, this March 
14,2001. 

BOB BROWN 
Secretary of State 



OFFICE OFTHE 
PDLIC REGULATION COMMISSION 

IT IS HERBY CERTIFIED THAT: 
QKEST COMMUNICATIONS CORPORATION 

s 
1642388 

a corporation orga~llzed under the  laws of 

is duly authorized to transact business in New Mexlco, as a 
Foreign Profit corporation, 'under the 

DEUWARF, 

BUSINESS CORPORATION ACT 
(53-17-1 to 53-17-20 NMSA 1978) 

having filed- it5 application on DECEMBER 7 ,  1993 :- - : 
Certificate of Authority issued aa of sa id  date. .- 

IT IS FUR= CERTIFIED that faas due the Public Regulacion 
COm'naSSiOn,  which have been aaaeesed against the aforesaid 
corporation have been paid to date and aforeaaid corporatron 
is in corporate good standing & duly authorized to transact 
business ae its corporate existence has Jot been revoked i n  
N e w  Mexico. This certiflcare is not to be construed as an 
endorsement, recommendatlon, or approval of the corporations 
financial condition or business accivities and practices. 
This certificate of Goad Standing and Compliance expires on 
OCTOBER 15, 2002 

DATED: b-Cw 26, 2001 . .  . .. .. 

63-27-81 1 2 ! 4 9  TO! 



State of North Dakota 
SECRETARY OF STATE 

CERTIFICATE OF GOOD STANDING 

QWST CONMTJNICATIONS CORPORATION 

The undersigned, as Secretary of State of the 
S t a t e  of North Dakota, hereby certifies t h a t  QWEST 
COMMUNICATIONS CORPORATION, a Delaware 
corporation, authorized to transact business in 
the Scate of North Dakota on October 6, 1994, and 
according to t h e  records of th i s  of€ice as of t h i s  
date, has paid a11 fees due t h i s  office ds 
required by North Dakota statutes governing 
foreign corporations. 

Secretary of State, and by virtue of t he  authority 
vested in h i m  by law, hereby i s sues  th is  
Certificate of Good Standing to 

ACCORDINGLY the widersigned, as such 

QWEST COMJ"lCAT1ONS CORPORATION 

Issued: March 14, 2001 

Alvin A. Jaeger 
Secretary of State 



Utah Department of Commerce 
Division of Corporations & Commcrcial Code 

160 East 300 South, 2nd Floor. Box 146705 
Salt Lake Cily, UT 84114.6705 
Servirc Center: (801) 530-4849 

Toll Free: (877) 526-3994 Utah Rerideats 
Fax: (801) 53M438 

Web site: h~/www.cmrmarcer~tQ.ot.us 

03/14:2001 
lWl483-0l4303 132001-891 77 

CERTIFICATE OF EXISTENCE 
Registration Number: 1091483-0143 
Business Name: QWEST COMMUNICATIONS CORPORATION 
Registered Date: lWWI990 
Foreign or Domestic: Corporation - Foreign - Profit 
Current Status: Active 

The Division of Corporations and Commercia1 Code of the State of Utah, custodian of the records of - 
business registrations, certifies that the business entity on this certificate is authonzed to transact business and 
was duly registered under the laws of the State of Utah. 

Ric Campbell 
Acting Division Director of 
Corporations and Commcrcial Codc 

Dept. of Professional Licensing Real Estate Public Utilities Securities Consumer Prottction 
(801) 330-6628 (801) 530-6747 (801) 530-6651 (801) 530-6600 (801) 530-6601 



State of Wyoming 
Office of the 

United States of America, 
State of Wyoming 

- -  
Secretary of State 

- - 

I ,  JOSEPH B. MEYER, Secretary of State of the State of Wyoming, do hereby certify 
that according to the records in the office of the Secretary of State of Wyoming 
QWEST COMMUNICATIONS CORPORATION is a corporation organized under the 
laws of the State of DELAWARE; that was authorized to transact business in the 
State of Wyoming on 09/06/1994. 

I FURTHER CERTIFY that said corporation has filed all annual reports and paid all 
annual license taxes to date, or is not yet required to file such annual reports: and 
has not filed an application for Certificate of Withdrawal. 

_- ,  
. I  -. 

4: 

. .  

.. , 

... 1 

-. - . .  - .  -. - - .  

i. . -:. - .. -;..- -.. 
..- , -- .. 
.. . . . .  . .  
. .. . _ _  - 
-. 

. IN TESTIMONY WHEREOF, I have hereunto set my hand and affixed the 
Great Seal of the State of Wyoming. Done at Cheyenne, the Capital, this 

_ .  - _  14th day of March A.D., 2001. - .  

_ -  

..- 
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CONFIDENTIAUPROPRIETARY INFORMATION 
CLASSIFICATION RATIONALE 

Descriptionflitle of Information: QWEST COMMUNICATIONS CORPORATION 
CHART OF ACCOUNTS 

Confidential/Proprietary Designation Rationale: 

This exhibit categorizes the Chart of Accounts for Qwest Communications 
Corporation. This contains detailed confidential information about payroll and 
salaries, and information about marketing and revenue streams. Because this 
information would be valuable to Qwest Communications Corporation’s 
competitors, it is proprietary. 
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QWEST COMMUNICATIONS CORPORATION BOARD OF DIRECTORS 



8 

8 

QWEST COMMUNICATIONS CORPORATION 
OFFICERS 

Joseph P. Nacchio - Chairman, Chief Executive Officer and 
President 
Drake S. Tempest - Executive Vice President, General 
Counsel, Chief Administrative Officer and Secretary 
Marc B. Weisberg - Executive Vice President - Corporate 
Development 
Vacant - Executive Vice President and Chief Financial Officer 
Richard N. Baer - Senior Vice President and Deputy General 
Counsel 
R. Steven Davis - Senior Vice President, Deputy General 
Counsel and Assistant Secretary 
Joel Arnold - Senior Vice President - General Business 
Markets 
Richard Weston - Senior Vice President - Internet Solutions 
Yash A. Rana - Associate General Counsel and Assistant 
Secretary 
William Bryant - Assistant Treasurer 

DIRECTORS 

8 Drake S. Tempest - Director 
8 Vacant - Director 
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QWEST CORPORATION BOARD OF DIRECTORS 
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QWEST CORPORATION 
OFFICERS 

James A. Smith - President 
0 Robert Tregemba - Senior Vice President - Network 
0 Mark Schumacher - Vice President & Controller 
0 Beth Halverson - Vice President -Wholesale 
0 Mark Pitchford - Vice President - Retail Markets 
0 Kamelia Davidson - Assistant Secretary 
0 Jennifer Pettus - Assistant Secretary 

DIRECTORS 

0 Augustine M. Cruciotti - Director 
0 James A. Smith - Director 
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SERVICES AGREEMENT 

BETWEEN 

QWEST COMMUNICATIONS CORPORATION 

AND 

QWEST CORPORATION 

January 18, POOl/dW Services Agreement Master 
Qwest Communications COrporationlQwest corporation 
CDS-010117-O018/c 
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SERVICES AGREEMENT 
QWEST CORPORATION 

AND 
QWEST COMMUNICATIONS CORPORATION 

THIS AGREEMENT is made as of the first day of by and Between: 

Qwest Communications Corporation (hereinafter “QCC”) 

Qwest Corporation (hereinafter “Qwest Corp”) and: 

The parties agree as follows: 

ARTICLE 1 
SERVICES 

A. QCC agrees to provide services (“Services”) to Qwest Corp as documented in a Task Order 
(incorporated herein as Exhibit A), and Qwest Corp agrees to pay for these services consistent 
with the Task Order. 

B. The Task Order shall include at a minimum the following information: 

- Description/Location of Servicels Requested 
- Dates of Commencement and Completion of Service/s Requested 

Units and Price per Unit for Requested Service/s 
Costing Methodology 
Expected Frequency 
Special Equipment, if required 
Numbers (range) and type of personnel in work group to perform functions. 

C. The parties shall comply with the Qwest Corporation Technology Fair Compensation Policy when 
Services requested include technical information, software, inventions, functional specifications, 
and other researched or developed products or Services. 

ARTICLE 2 - TERM. 

This Agreement shall become effective as of and will remain in full force and effect until 
either party provides sixty (60) calendar days written notice of termination to the other party. If this 
Agreement is terminated prior to the completion of any Services, Qwest Corp shall pay for all charges 
billed and owing to QCC for Services performed up to and including the date of termination, provided 
Services performed are in accordance with the terms and conditions of this Agreement. QCC shall 
complete any such work in progress prior to the termination of the Agreement, and QCC shall perform 
such services in accordance with the terms and conditions of this Agreement. 

ARTICLE 3 
BILLING 

January 18.2001/dWSenrices Agreement Master 
Qwest Communications CorporationlQwest Cororation 
CDS-010117-0018/c 
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A. QCC shall submit invoices to Qwest Corp for Services provided in accordance with the terms and 
conditions of this Agreement on a monthly basis unless otherwise specified in the Task Order. 
Qwest Corp shall notify QCC of the address to which invoices are to be sent. 

B. Invoices shall include the following billing information as a minimum: 

1. Invoice number 
2. Payment due date 
3. Date of Service 
4. Description of charges 
5. Applicable taxes 
6. Total charge 

ARTICLE 4 
INDEPENDENT CONTRACTOR 

QCC hereby declares and agrees that it is engaged in an independent business and will perform its 
obligations under this Agreement as an independent contractor and not as the agent or employee of 
Qwest Corp; that QCC does not have the authority to act for Qwest Corp or to bind Qwest Corp in any 
respect whatsoever, or to incur any debts or liabilities in the name of or on behalf of Qwest Corp; that any 
persons provided by QCC shall be solely the employees or agents of QCC under its sole and exclusive 
direction and control. QCC and its employees or agents are not entitled to Qwest Corp's Unemployment 
insurance benefits as a result of performing under this Agreement. QCC shall be solely responsible for all 
matters relating to payment of its employees and agents, including compliance with worker's 
compensation, unemployment, disability insurance, social security withholding, and all other federal, state 
and local, rules and regulations. QCC shall indemnify and hold Qwest Corp harmless from any causes of 
action arising out of QCC's liability to its employees or agents. 

- 

ARTICLE 5 
PROPRl ETARY IN FORMATION 

Solely for the purposes of providing Services under this Agreement, each party grants to the other a 
nonexclusive, nontransferable license to use information provided by the other. Neither party shall publish, 
circulate, or otherwise distribute or disclose any such information that is marked proprietary or confidential 
to any third party other than its affiliates and its consultants who have executed a confidentiality agreement 
unless and until (1) the original disclosing party has consented to such disclosure and such third party 
executes a confidentiality agreement containing terms substantially similar to the ones contained in this 
Agreement, (2) such information has come into the public domain through no fault of Qwest Corp or QCC, 
(3) such information is otherwise in the possession of Qwest Corp or QCC free of any obligation of 
confidentiality, or (4) such party is required to do so by regulatory mandate. 

Any third party information provided by West Corp or QCC to the other party shall be deemed Qwest 
Corp or QCC information according to its source and shall be treated accordingly. If such information is 
subject to a separate agreement with a third party, the party receiving information agrees to hold and use 
the information in strict accordance with the separate agreement, provided it has knowledge of the 
separate agreement, unless otherwise instructed in writing by the party providing the information. 

January 18,20011dWServices Agreement Master 
Chest Communications CorporationlaWest CororaUon 
CDS-O10117M)1B/c 
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ARTICLE 6 
INDEMNIFICATION 

A. QCC shall indemnify and hold harmless Qwest Corp, its owners, parents, subsidiaries, affiliates, 
agents, directors and employees against all Liabilities to the extent they arise from or in 
connection with: (1) the fault or negligence of QCC, its officers, employees, agents, 
subcontractors and/or representatives; and/or (2) the furnishing, performance or use of any 
Services under this Agreement or any product liability claims relating to any Services; and/or (3) 
failure by QCC, its officers, employees, agents, subcontractors and/or representatives to comply 
with the Article entitled "Compliance with Laws;" and/or (4) assertions under workers' 
compensation or similar employee benefit acts by QCC or its employees, agents, subcontractors, 
or subcontractors' employees or agents. 

B. Qwest Corp shall indemnify and hold harmless QCC, its owners, parents, subsidiaries, affiliates, 
agents, directors and employees against all Liabilities to the extent they arise from or in 
connection with: (1) the fault or negligence of Qwest Corp its officers, employees, agents, 
subcontractors and/or representatives; and/or (2) the furnishing, performance or use of any 
Services under this Agreement or any product liability claims relating to any Services; andlor (3) 
failure by Qwest Corp, its officers, employees, agents, subcontractors and/or representatives to 
comply with the Article entitled "Compliance with Laws," and/or (4) assertions under workers' 
compensation or similar employee benefit acts by Qwest Corp or its employees, agents, 
subcontractors, or subcontractors' employees or agents. 

ARTICLE 7 
LIMITATION OF LIABILITY 

Neither party is liable to the other for consequential, incidental, indirect, punitive or special damages, 
including commercial loss and loss profits, however caused and regardless of legal theory or 
foreseeability, directly or indirectly arising under this Agreement. Notwithstanding the foregoing, the 
parties are liable in accordance with the provisions of this Agreement and this limitation of liability shall not 
apply to the indemnification obligations under this Agreement. 

ARTICLE 8 
REGULATORY SUPPORT 

This agreement shall comply with all state statutes and regulations, and QCC shall bear the financial risk if 
it does not. The parties agree that to the extent Qwest Corp is under the regulation of federal or state 
agencies, QCC will provide cooperation and support for Qwest Corp's response to regulatory inquiries or 
discovery requests concerning this Agreement or relationships derived from this Agreement. 

January 18,2oOl/dWSenrices Agreement Master 
Qwegt Communications Corporation/Qwest Cororation 
CDS-010117-0018/~ 
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ARTICLE 9 
COMPLIANCE WITH LAWS 

A. The parties shall obtain and maintain at its own expense all permits and licenses and pay all fees 
required by law with respect to any Services and/or performance of this Agreement. The parties 
shall, in connection with performance of and Services under this Agreement, comply with all 
applicable federal, state, and local laws, ordinances, rules, regulations, court orders, and 
governmental or regulatory agency orders ("Laws"), including, without limitation: 

1. The Communications Act of 1936, as amended and all rules, regulations and orders 
issued in connection with that Act and this Agreement shall, to the greatest extent 
possible, be construed to be consistent with the same. 

2. Laws relating to non-discrimination in employment, fair employment practices, equal 
employment opportunity, employment opportunities for veterans, non-segregated 
facilities, and/or employment of the disabled, except to the extent a party is exempt 
therefrom; and the Laws and contract clauses required by those Laws to be made a part 
of this Agreement are incorporated herein by this reference. 

The Laws referred to in the Article entitled "Independent Contractor". 3. 

B. QCC acknowledges that Purchase@) and/or Confidential Information ("Exports") may be subject 
to US. and applicable foreign export laws or regulations. QCC shall perform its obligations under 
this Agreement in a manner consistent with the requirements of all applicable U.S. and all 
applicable foreign laws and regulations, including the U.S. export laws and regulations, the 
Foreign Corrupt Practices Act, and anti-boycott laws, and U.S. export laws and regulations 
prohibiting the unauthorized export or re-export of certain items to residents of countries listed in 
U.S. Export Administration Regulations. 

- 

C. The requirements of this Article shall survive the expiration, termination or cancellation of this 
Agreement. All provisions of this Article shall also apply to all subcontractors, and similar terms 
shall be included in all QCCs contracts with subcontractors. 

ARTICLE 10 
NOTICES 

Where written notices, demands, or other communications are required under this Agreement, they shall 
be deemed duly given when made in writing and delivered to the other party's address listed below. 
Addresses may be changed by written notice to the other party. Notices shall be delivered by hand, 
overnight courier service or certified mail, return receipt requested. Notification will be deemed to have 
taken place upon delivery, if delivery is by hand, overnight courier service or five (5) calendar days after 
posting if sent by certified mail. 

Qwest Communications Corporation West  Corporation. 
Attention: Contract Manager 
Contract Development 8 Services 
7800 East Orchard Road, Suite 250 
Englewood, CO 801 11-2526 

Attention: Contract Specialist 
Contract Development & Services 
7800 East Orchard Road, Suite 250 
Englewood, CO 801 11-2526 

January 16,2001/dWServices Agreement Master 
West Communications CorporationlaWegt Comation 
CDS-OlO117-oO181c 
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ARTICLE 11 
DISPUTE RESOLUTION 

A. Any claim, controversy or dispute which arises between the parties, their agents, employees, 
officers, directors or affiliates ("Dispute") which the parties are unable to settle through 
consultation and negotiation may be mediated under the Commercial Mediation Rules of the 
American Arbitration Association ("AAA") by a mutually acceptable mediator. Any Dispute which 
cannot be resolved through negotiation or mediation shall be resolved by binding arbitration as 
provided in this Article. The arbitrability of claims shall be determined under the Federal 
Arbitration Act, 9 USC Secs. 1-16. Notwithstanding the foregoing, the parties may cancel or 
terminate this Agreement in accordance with its terms and conditions without being required to 
follow the procedures set forth in this Article. 

8. A single arbitrator engaged in the practice of law, who is knowledgeable about the subject matter 
of this Agreement and the matter in Dispute, shall conduct the arbitration under the rules of the 
AAA then in effect, except as otherwise provided herein. The arbitrator shall be selected in 
accordance with AAA procedures from a list of qualified people maintained by the AAA. The 
arbitration shall be conducted in Denver, Colorado, and all expedited procedures prescribed by 
the AAA rules shall apply. The laws of Colorado shall govern the construction and interpretation 
of this Agreement. The arbitrator's decision and award shall be final, conclusive and binding, and 
judgment may be entered upon it in accordance with applicable law in any court having jurisdiction 
thereof. 

C. Either party may request from the arbitrator injunctive relief to maintain the status quo until such 
time as the arbitration award is rendered or the Dispute is otherwise resolved. The arbitrator shall 
not have authority to award punitive damages. Each party shall bear its own costs and attorneys' 
fees, and the parties shall share equally the fees and expenses of the mediator and arbitrator. 

- 

D. If any party files a judicial or administrative action asserting claims subject to arbitration, as 
prescribed herein, and another party successfully stays such action andlor compels arbitration of 
said claims, the party filing said action shall pay the other party's costs and expenses incurred in 
seeking such stay and/or compelling arbitration, including reasonable attorneys' fees. 

QCC agrees that in the event of any Dispute between the parties, it will continue to provide 
Services without interruption. 

E. 

January 18,20Ol/dbd/SeCvices Agreement Mast@ 
Qwest Communications CorporationlaWest corwation 
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ARTICLE 12 
SEVERABILITY 

Any term or provision of this Agreement which is held to be invalid, void, unenforceable or illegal will in no 
way affect, impair or invalidate the remaining terms or provisions, which will remain in full force and effect, 
consistent with the original intent of the parties. However, if such provision is an essential element of the 
Agreement, the parties shall promptly attempt to negotiate a substitute therefore. 

Qwest Communications Corporation Qwest Corporation 

Signature Signature 

Name Printed or Typed Name Printed or Typed 

Title Title 

Date Date 

January i8,2001/dbd/Services Agreement Master 
Qwest Communications corporationloweSt cororati i  
COS-o101i7M)iB/c 
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Exhibit A 

[ 0 Original Summary of Services 0 Amendment ( # ) Terminated Services0 Asset Transfer 

For services provided or assets transferred: from -to- Qwest CorDoration to -from , a Qwest affiliate. 
Is the Qwest aftiliate a Section 272 subsidiary: - 

Description of Services Provided or Assets Transferred: 

Effective Date: Termination Date (if applicable): 

Estimated Annual RevenuedExpenses to Qwest Corporation or Gross Book Value, listed by Primary USOA Account: 
Amount: Account: 
$ 

Methodology of Assigning Qwest RevenuedExpenses to the States: 
UStandard company prorates 
n o t h e r  (Please explain below and specify the percentage assigned to each state.) 

Assets transferred at higher-or lower -of net book value or fair market value. 
Net book value by state: $ 
Fair market value by state: $ 

Expected Pricing Methodology for Services: 

- Rates in publicly filed agreements submitted to a state commission pursuant to Section 252(e) 
- Prevailing Company Price 
- Higher of Fully Distributed Cost or Fair Market Value 
- Lower of Fully Distributed Cost or Fair Market Value 

- Tariff 

For Transactions with Section 272 Subsidiaries, Please Provide the Following Information: 

SDecial EauiDment: 
Number of Personnel Reauired 
Title(s) of Personnel and Level of ExDertise: 
Expected Freauency: Daily 
Pricing: See addendum for the actual prices charged. 
Approved By: 
Qwest Corporation 
Signed Signed 

Printed Name: Printed Name: 

Title: Title: 

Date: Date: 

Name of Qwest Affiliate: 

Comments: 

January 18,2001/dw/SeMces Agreement Master 
aweSt Communications corporationlawest cororation 
CDS-010117-OO18k 

... .. ~ r . 
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I. BACKGROUND 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Judith L. Brunsting. My business address is 198 Inverness Drive 

West, 2“d Floor, Englewood, Colorado 801 12. 

WHO ARE YOU EMPLOYED BY AND WHAT ARE YOUR 

RESPONSIBILITIES? - 

I am employed by Qwest Communications Corporation (“QCC” also known as 

the “272 Affiliate”) as a Senior Director, 272 Business Development. In this 

capacity, I am responsible for implementing requirements and coordinating 

activities associated with Section 272. 

DID YOU FILE TESTIMONY IN THIS PROCEEDING? 

Yes. I filed testimony regarding the 272 Affdiate’s Section 272 compliance 

efforts with the 7 State Commissions on March 30,2001. 

t 
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. 

II. PURPOSE OF REIBZmAL TESTIMONY 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

The purpose of my rebuttal testimony is to respond to the May 4,2001 Affidavit 

and May 17,2001 Supplemental Affidavit of AT&T Corporation witness 

(“AT&T”) Cory W. Skluzak. Mr. Skluzak concludes that the 272 Affiliate has 

failed to demonstrate that it will comply with the obligations of Section 272. I 

intend to continue to show that the 272 Affiliate is prepared to satisfy Section 272 

requirements once the BOC obtains Section 271 authority. Based on specific 

concerns the affidavit raises, I will provide supplemental information relating to 

the 272 Affiliate’s understanding of Section 272 and its compliance efforts. 

- 

WOULD YOU PLEASE SUMMARIZE MR. SKLUZAK’S AFFIDAVIT 

ADDRESSING 272? 

Yes. Mr. Skluzak alleges that the 272 Affiliate has failed to demonstrate that it 

will comply with the following specific obligations under Section 272. First, he 

alleges that the evidence presented does not reflect that the 272 Affiliate’s books, 

records, and accounts are maintained separate from that of the BOC, as required 

by Section 272 (b)(2). Second, the 272 Affiliate does not have true separation of 

employees, officers, and directors from the BOC as required by Section 272 
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(b)(3). Lastly, the 272 Affiliate fails to provide detailed marketing plans 

contemplated by the Joint Marketing requirement of Section 272(g). 

Mr. Skluzak fails to understand the 272 record created and the requirements of 

Section 272. He also does not recognize the business processes and controls the 

272 Affiliate has in place to now comply with these safeguards, nor does he give 

appropriate recognition to the transition period to make the new 272 Affiliate 

compliant. 

III. SUMMARY OF RESPONSE 

Q. PLEASE PROVIDE A SUMMARY OF YOUR RESPONSE TO CORY W. 

SKLUAK’S AFFIDAVIT. 

A. My rebuttal testimony will demonstrate that the 272 Mdiate will satisfy all of the 

relevant requirements of Section 272, and the related rules directed by the FCC, 

following the BOC’s receipt of in-region, interLATA authority in any of the 7 

States. QCC is the separate 272 Affiliate that will offer originating interLATA 

services in any of the 7 States upon approval. 

The 272 Affiliate will: operate independently from the BOC; maintain separate 

books, records, and accounts; have its own directors, officers, and employees; 
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and conduct all transactions with the BOC on an arm’s length basis, with all such 

transactions reduced to writing and available for public inspection. The 272 

Affiliate understands its obligations relative to Section 272(g), and is prepared to 

comply with the joint marketing requirements. 

IV. SECTION 272(b)(2) SEPARATE BOOKS, RECORDS 

AND ACCOUNTS 

Q. ARE THE 272 AFFILIATE’S BOOKS, RECORDS, AND ACCOUNTS 

MAINTAINED PURSUANT TO THE FCC RULES AND SEPARATE 

FROM QWEST? 

A. The books, records, and accounts of the 272 M i a t e  are maintained pursuant to 

the FCC Rules and separate from the BOC. As I demonstrated in my testimony in 

Confidential Exhibit JLB-4, the 272 Affiliate has established and maintains a 

separate Chart of Accounts. To further amplify the separateness, Exhibit JLF3-9C 

provides an updated version of the 272 Affiliate’s Chart of Accounts. The 272 

Affiliate will maintain a separate set of financials from those of the BOC for 

internal and corporate use. The 272 Affiliate also maintains expenditure controls 

and policies. Further, the ledger system of the 272 Affiliate is separate from the 

BOC’s ledger system. Finally, the 272 Affiliate is certified to do business and 

provide telecommunications services separate from that of the BOC. 
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PLEASE ACCOUNT FOR THE PREPARATION, POSTING, BILLING 

AND PAYMENT OF TRANSACTIONS BETWEEN JULY 1,2000 AND 

APRIL, 2001. 

During the period from July 1,2000 through April 200 1 a merger occurred 

followed by a reorganization of the new company. New plans were created, 

organizations consolidated and duplicate functions eliminated. In mid January 

2001, a new 272 Affiliate was identified. The identification of affiliate 

transactions between the BOC and the new 272 Affiliate was completed at the end 

of March 2001. A focused effort then followed by creating agreements, posting 

transactions, billing, and payment. The completing of transactional 

documentation, posting, and billing for the transition period was completed in 

April-May, 2001. 

DOES Q W T  LONG DISTANCE USE ACCRUAL ACCOUNTING? 

ARE EXPENSES REFLECTED IN THE YEAFt THEY WERE 

INCURRED? 

Qwest Long Distance utilizes accrual accounting for its transactions between 

affiliates. Therefore, the transactions between the BOC and Qwest Long Distance 

that involve accruals are accounted for and included in the general ledger. 
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The 272 Affiliate follows Generally Accepted Accounting Principles (“GAAP”), 

as adopted by the FCC in Docket 96- 150. GAAP requires accrual accounting and 

the 272 Miliate follows this practice. 

ARE THERE REFERENCES IN THE 272 AFFILIATE’S CHART OF 

ACCOUNTS THAT REFLECT THE CONSOLIDATION OF THE 272 

AFFILIATE AND QWEST LONG DISTANCE? 

The Chart of Accounts for the 272 M i a t e  and Qwest Long Distance are 

separate and unique. The 272 Affiliate and w e s t  Long Distance have not 

merged at this time. AT&T made an incorrect assumption that a specific set of 

accounts reflected Qwest Long Distance when in fact the accounts referenced 

happened to be for a separate QCC subsidiary acquired prior to the merger. 

The 272 Miliate, QCC, maintains a Chart of Accounts that is separate from the 

BOC’s Chart of Accounts as reflected by the Schwartz Direct Testimony 

Confidential Exhibit MES-2 and Brunsting Direct Testimony Confidential Exhibit 

JLB4, which were filed on March 30,2001. 

DO THE 272 AFFILIATE AND THE BOC SHARE ACCOUNTING 

SYSTEMS AND PROCESSES? WHAT ARE THE FINANCIAL 

CONTROLS IN PLACE? 
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A. No, the 272 Affiliate and the BOC do not share accounting systems. The 272 

Affiliate’s accounting transactions reside on a separate ledger system from those 

of the BOC, The systems contain various “edits” to control appropriate 

classification of expense. Additionally, the books are subject to audits from 

Qwest’s Internal Audit organizations and are also part of quarterly reviews and 

annual financial audits conducted by an external auditor. Consolidation, for 

external reporting purposes, takes place using a separate financial reporting tool. 

Q. DOES THE FCC REQUIRE AN AUDIT OF SECTION 272 PRIOR TO 271 

APPROVAL? 

A. No. The FCC does not require an audit for Section 272 compliance prior to 27 1 

approval. However, Qwest Communications International Inc.’s consolidated 

financial statements as contained in the Form 10-K filed with the Securities and 

Exchange Commission, are audited annually. These financial statements include 

consolidated results of the 272 Affiliate. 

In addition, transactions between all Qwest afffiates and the BOC are audited 

annually as part of the annual Joint Cost or CAM audit referred to in the 

testimony of Ms. Marie Schwartz. Section 272(d) of the Act does not require an 

“opening” audit and the FCC, in its Accounting Safeguards Order “. . .required the 

fmt audit of the BOC compliance with Section 272 to begin at the close of the 

first full year of operations. The next audit will begin two years later and will 
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cover the operations of the previous ttvo years. This schedule should assure an 

operational period with adequate information and data to audit.”’ Further, the 

FCC has not required any of the other BOCs who have received Section 27 1 

authority to conduct an “opening” audit prior to reentry into the in-region, 

interLATA long distance business. 

Q. PLEASE DESCRIBE THE PURPOSE OF THE BIENNIAL AUDIT 

REQUIREMENT OF 272(d) AND HOW THE 272 AFFILIATE WILL 

COMPLY WITH THAT REQUIREMENT. 

- 
A. The purpose of the Biennial Audit is to determine whether the BOC and its 

separate subsidiaries are complying with the accounting and structural safeguards 

of Section 272 after receipt of Section 272 approval and to report the results to the 

FCC and state regulatory agencies. 

The 272 Miliate will provide access to its financial accounts and records to 

verify that all transactions conducted between the BOC and 272 Affiiate meet the 

specific requirements of Section 272(d). 

’ In the Matter of Implementation of the Telecommunications Act of 1996, Accounting Safeguards Under 
the Telecommunications Act of 1996, CC Docket 96-150, Report and Order, FCC 96-490, released 
December 24,1996, para. 203. 
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V. SECTION 272(b)(3) SEPARATE OFFICERS, DIRECTORS AND 

EMPLOYEES 

Q. ’ PLEASE CLARIFY THE REQUIREMENTS FOR SEPARATE OFFICERS 

AND DIRECTORS AND HOW THE 272 AFFILIATE COMPLIES WITH 

272(b)(3). 

A. The requirement for separate officers, directors, and employees means that the 

same person may not simultaneously serve as an officer, director, or employee of 

both the BOC and the Section 272 Affiiiate.2 The 272 Affiiiate has no officers, 

directors, or employees who are also officers, directors, or employees of the 

affiliated BOC. 

Direct Testimony of Judith L. Brunsting, Exhibits JLB-5 and JLB-6, filed March 

30,2001 provides the detailed list of officers and directors for the 272 Affiliate 

and the BOC. 

Q. PLEASE CLARIFY THE ROLE OF MS. ROBIN SZELIGA, EXECUTIVE 

VICE PRESIDENT AND CHIEF FINANCIAL OFFICER OF QCI. 

A. Ms. Robh Szeliga is Vice President and Chief Financial Officer of QCI. Ms. 

In the Matter of Implementation of the Non- Accounting Safeguards of Section 27 1 and 272 of the 
Communications Act of 1934, as amended., CC Docket 96-149, First Report and Order and Further Notice 
of Proposed Rulemaking, FCC 96-489, reIeased December 24,1996, para. 178. 
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Szeliga is also an officer of the 272 Affiliate, QLD, and QSC. Ms. Szeliga holds 

no officer, director or employee position with the BOC. The separate affiliate 

cannot share officers, directors or employees with the BOC and, as shown, Ms. 

Szeliga is not a shared officer. See Exhibit JLB-10 for an updated 272 Affiliate’s 

Oficers and Directors list. 

PLEASE DESCRIBE THE POLICIES IN PLACE TO RESTRICT THE 

MOVEMENT OF INFORMATION AS A RESULT OF EMPLOYEES 

MOVING BETWEEN ENTITIES. 

Several policies and guidelines are in place to restrict the sharing of information 

with employees moving between entities. First, upon acceptance of a position the 

employee is required to sign a non-disclosure statement to prevent the sharing of 

non-public information between the companies. Second, employees are required 

to annually review the Code of Conduct that provides guidelines governing the 

relationship and business transactions between the various affiliates of Qwest. 

Lastly, upon departing, the employee reviews and must sign an acknowledgment 

form stating that the employee no longer has access to w e s t  assets or may no 

longer disclose Qwest infomation after their departure date. This includes Qwest 

information assets. See Exhibit JLB-11 for the Qwest Offer Letter and Exhibit 

JLB-12 for the Qwest Exit Checklist. 
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In addition, training is conducted as new employees join the 272 Affiliate or the 

company. The training and Code of Conduct emphasize that conduct will not be 

tolerated for violations of these policies or guidelines. Employees who violate 

these policies or guidelines are subject to disciplinary action up to and including 

termination from employment. 

Q. DOES SECTION 272(b)(3) PRECLUDE THE PARENT COMPANY OF 

THE BOC AND TIiE SECTION 272 AFFILIATE FROM PERFORMING 

FUNCTIONS FOR BOTH THE BOC AND SECTION 272 AFFILIATE? 

- 
A. No. The FCC concluded in its Non-Accounting Safeguards &de? that Section 

272@)(3) does not preclude the parent company of the BOC and the 272 Afffiate 

from perfonning functions for both. The Order went on to conclude that an 

affiliate of the BOC, such as a service affiliate, could provide services to both a 

BOC and the 272 Affiliate. The required separateness of officers, directors, and 

employees extends only to the relationship between the BOC and the 272 

Affiliate, and does not preclude the BOC and the 272 Affiliate from purchasing 

common services from another affiliate. 

Q. DO THE BOC AND THE 272 AFFulIATE HAVE SEPARATE 

PAYROLLS? 

In the Matter of Implementation of the Non-Accounting Safeguards of Section 27 1 and Section 272 of the 
communications Act of 1934, as amended, CC Docket No. 96-149, First Report and Order and Further 
Notice of Proposed Rulemaking. released December 24,1996, para. 182. 
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. 

Yes. The BOC and the 272 Affiliate have separate payroll registers. Separate 

administration of the payroll registers is not a requirement of Section 272@)(3). 

VI. SECTION 272(b)(5) -AFFILIATE TRANSACTIONS 

IS ADDITIONAL TRANSACTION INFORMATION AVAILABLE FOR 

SERVICES OR ASSETS PROVIDED BY QWEST LONG DISTANCE TO 

THE BOC? 

Qwest Long Distance and the 272 Affiliate have attempted to provide any and all 

information on transactions for services or assets that have been requested. The 

272 Affiliate has recently made transactional detail available and is preparing to 

release financial statement information. As we move forward, future requests for 

information will responded to with the most current available information. 

WHAT IS THE STATUS OF THE DETAIL OF PAYMENTS MADE BY 

THE 272 AFFJLIATE TO QWEsT AND FINANCIAL INFORMATION 

FOR 2001 AS REQUESTED BY MR. SKLUZAK? 

The bill for services rendered by the BOC on behalf of the 272 Affiliate through 

April of 2001 was delivered to the 272 Affiliate’s Accounts Payable on May 2, 

2001. The authorization for payment will be processed for funds to be disbursed 

on the 18* business day or May 24,2001. Detail of payments processed in this 
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cycle will be available shortly after that time. For future periods, detail of 

payments will be available on or about the last business day of the month. 

Additional financial information, specifically the 272 Affiliate’s consolidated 

balance sheet for December, 2000, and first quarter, 2001, are available as of May 

22,2001 and attached hereto as Exhibit JLB-13. 

WILL THE SUPPORTING DOCUMENTATION OF THE 272 

AFFILIATE’S PAYMENT FOR SERVICES PROVIDE DETAIL IN 

COMPLIANCE WITH 272? 

- 
Yes, the first Authorization for Payment (“AFP”) for services provided to the 272 

Affiliate h m  the BOC will be processed in May. The detail supporting the 

billing and subsequent payment will be consistent with requirements of Section 

272. 

ARE TRANSACTIONS BETWEEN QWEST LD AND QWEsT POSTED 

AFI’ER JANUARY 1,2001? 

Yes. The transactions between Qwest LD and Qwest after January 1,2001 were 

inadvertently moved to the ‘Terminated Transactions” section of the Section 272 

website area. The transactions have now been moved back to the “Current 

Transactions” section of the website. 
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DID THE 272 AJ?F'ILIATE RECEIVE EXTENDED PAYMENT TERMS? 

No. The 272 Affiliate receives the bills in the finance department. The normal 

process for bill payment is as follows: 1) 272 Affiliate Finance personnel review 

bill to match with Work Order and validate rates; 2) the bill is forwarded to the 

272 Affiliate employee who actually received or requested the service for 

approval; 3) 272 Affiliate Finance personnel submit to Accounts Payable for 

payment of bill. If the bill is received late due to late billing it is processed in the 

n o d  course of business. If the bill does not receive approval by the business 

owner due to rates not matching or services received a dispute is registered with 

the BOC. 

The receipt of billing and subsequent accounts payable occurs via the same 

process whether the bill is from an external vendor or from the BOC. 

DOES THE 272 AFFILIA'IX HAVE A PROCESS FOR PROM" 

BILLING, BILL PAYMENT, DISPUTING BILLS, AND DISPUTE 

RESOLUTION? 

Yes. The process currently in place to bill the BOC for services is .as follows: 

1) Bills will be submitted to the BOC Billing organization prior to the second 

work day of the month following the month in which the service is 

rendered. 
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Settlement of cash for affiliate bills rendered prior to the second work day 

is transacted on the 18" business day. 

Disputes that cannot be resolved through consultation and negotiation will 

be handled as described in the Services Agreement between the 272 

Affiliate and the BOC, which is posted to the Internet. 

IS THE SEPARATENESS OF EMPLOYEES COMPROMISED BY 

CREATING A TRANSACTION WHERE THE EMPLOYEE OF THE BOC 

PROVIDES SERVICES FOR THE 272 AF'F'ILIATE? 

- 
No. Again, the BOC and the 272 Affiiate cannot share employees. If the BOC 

provides specific services to the 272 Affiliate, Section 272@)(5) r e q k s  that the 

transaction be reduced to writing, and made publicly available on the Internet. 

The 272 M i a t e  understands that the BOC may not discriminate in favor of the 

272 Affiliate in the provision or procurements of goods, services, facilities, or 

information. 

The provision of service by the BOC to the 272 Affiliate must also be accounted 

for in accordance with the FCC's afftliate transaction rules. Therefore, BOC 

employees providing a service to the 272 Affiliate which has been reduced to 

writing, posted to the Internet and provided to others under the nondiscrimination 

requirements of 272(c) are transaction tracking mechanisms and provide 

disclosure of the transaction as a mans to ensure compliance with Section 272. 
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VII. SECTION 272 ( C) - NON-DISCRIMINATION 

SAFEGUARDS OF SECTION 272 

Q. IS THE 272 AFFILIATE REPRESENTED ON THE COMPLIANCE 
OVERSIGHT TEAM? 

A. No, the 272 Affiiate is neither represented nor a member of the BOC Compliance 

Oversight Team. Additionally, QLD was neither represented nor a member of the 

BOC Compliance Oversight Team. 

Vm. SECTION 272(e) - FULFILLMENT OF CERTAIN REQUESTS 

Q. WHAT PRICING SUPPORT SHOULD TEE 272 AFFILIATE BE 

REQUIRED TO FILE WITH SERVICES lrlr INTRODUCES, UPON 271 

APPROVAL, IN THE STATES AND AT THE FCC? 

A. Within the requirements of Section 272, no requirement or mention is made of 

pricing support that the long distance afffiate should be required to produce as it 

introduces products or services in the marketplace. The suggestion of pricing 

support upon entry into the interLATA business is beyond the scope of this 

proceeding and an additional unnecessary burden to a new entrant in an already 

competitive marketplace. 



Seven State Collaborative 272 Workshops . 
Qwest Communications Corporation 

Testimony of Judith L. Brunstine 
Page 19, May 23,2001 

M. SECTION 272(g) - JOINT MARKETING REQUIREMENTS 

Q. HOW WILL THE 272 AFFILIATE COMPLY WITH T m  JOINT 

MARKETING REQUIREMENTS? 

A. The 272 Affiliate understands its obligations under previous FCC 271 orders4 

relative to Section 272, and is prepared to follow the joint marketing rules. It is 

important to note, however, that the FCC stated in its Non-Accounting Safeguards 

Order that “no regulations are necessary to implement section 272(g)(1).”’ 
- 

As required by Section 272, the 272 M i a t e  and the BOC will not engage in 

joint marketing except through an agreement that is reached on an a m ’ s  length 

basis, reduced to writing, and made publicly available on the Internet as required 

by Section 272(b)(5). To the extent that the BOC allows the 272 Affiliate to 

market the B E ’ S  telephone exchange services, such a posting would allow 

others the opportunity to similarly market and sell the BOC’s telephone exchange 

services, consistent with Section 272(g)( 1). Further, the 272 Affiliate will not 

market or sell in-region, interLATA services with the BOC until the BOC is 

‘ In the Matter of Application by Bell Atlantic New York for Authorization Under Section 271 of the 
Communications Act to Provide In-Region, InterLATA Service in the State of New York. CC Docket No. 
99-295, Memorandum Opinion and Order, released December 22,1999, para. 419-421. 
In the Matter of Application by SBC Communications, Inc., Southwestern Bell Telephone Company, and 

Southwestern Bell Communications Services, Inc. d/b/a Southwestem Bell Long Distance, CC Docket No. 
00-65, released June 30,2000, para. 414415. 
5 Non-Accounting Safeguards Order, 11 FCC Rcd at 22,04344, at 1286. 
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authorized to provide interLATA service in any of the 7 States by the FCC. 

Finally, the 272 Affiliate understands that joint marketing activities outlined in 

272(g) shall not be considered to violate the nondiscrimination requirements of 

Section 272(c). The 272 Affiliate and the BOC may provide marketing for each 

other, provided that such services are conducted pursuant to an arm's-length 

transaction, consistent with the requirements of Section 272@)(5). 

Q. IS BOC PARTICIPATION IN PRODUCT DESIGN, PLANNING AND/OR 

DEVELOPMENT OF A SECTION 272 AFFILIATE'S SERVICES 

CONSIDERED A PART OF JOINT MARKETING AND THEREFORE 

EXEMPT FROM THE NONDISCRIMINATION PROVISIONS OF 

SECTION 272(c)? 

A. No. As identified by the FCC in the Non Accounting Safeguards Order6 the 

activities which seem to be beyond the scope of 272(g) is the BOC participation 

in product design, planning, and/or development of the 272 Affiliates services. 

These activities would be subject to the nondiscrimination provisions of Section 

272(c). 

Transactions which document BOC participation in product design, planning or 

development of the 272 Affiliate or Qwest Long Distance services are reduced to 

In the Matter of Implementation of the Non-Accounting Safeguards of Section 271 and 272 of the 
Communications Act of 1934, as amended, CC Docket No. 96-149, First Report and Order and Further 
Notice of Proposed Rulemaking. Released December 24,1996, para. 296. 
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writing, posted to the Internet and made publicly available as defined in 

X. CONCLUSION 

Q. 

A. 

WOULD YOU PLEASE SUMMARIZE YOUR TESTIMONY? 

My testimony reaffirms the 272 Affiliate's understanding and compliance of 

Section 272 and responds to various concerns of Mr. SkIuzak.  I continue to 

demonstrate that Qwest LD and now 272 Affiliate are separate Hiiiates from that 

of the BOC. The merger of two major companies and the new organizational 

activities, which occurred from July 1,2000 until April 1,2001, created new 

opportunities for the BOC and the 272 Affiliate. During this timeffame work 

processes were identified, employees trained and new organizational structures 

formed. 

At the same time processes were retained, employees changed positions and 

organizational groups consolidated. The identification of work efforts to create 

Section 272 awareness and compliance were quickly enacted. The evidence 

presented does reflect separate books, records, and accounts. Officer, director and 

employee lists reflect no sharing of employees between the 272 Affiliate and the 

BOC. Processes and controls continue to be improved to increase accuracy and 
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timeliness of recording transactions. Employee awareness efforts to insure! 

compliance are in place. 

I have demonstrated with additional information and improved processes that the 

272 Affiliate has provided sufficient evidence to show Section 272 compliance 

now and in the future. 

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 

A. Yes, it does. 
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CO N Fl DENTI AUPRO P RI ETARY I N FORMAT10 N 
CLASSIFICATION RATIONALE 

Descriptionflitle of Information: QWEST COMMUNICATIONS CORPORATION 
CHART OF ACCOUNTS 

ConfidentiaVProprietary Designation Rationale: 

This exhibit categorizes the Chart of Accounts for Qwest Communications - 
Corporation. This contains detailed confidential information about payroll and 
salaries, and information about marketing and revenue streams. Because this 
information would be valuable to Qwest Communications Corporation's 
competitors, it is proprietary. - 

CONFIDENTIAL SUBJECT TO PROTECTNE ORDER 
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Qwest Communications Corporation' . 

QWEST COMMUNICATIONS CORPORATION BOARD OF 
DIRECTORS AND OFFICERS 



QWEST COMMUNICATIONS CORPORATION 
OFFICERS 

Joseph P. Nacchio - Chairman, Chief Executive Officer and 
President 
Drake S. Tempest - Executive Vice President, General 
Counsel, Chief Administrative Officer and Secretary 
Marc 8. Weisberg - Executive Vice President - Corporate 
D eve I o p m en t 
Robin R. Szeliga - Executive Vice President and Chief Financial 
Officer 
Richard N. Baer - Senior Vice President and Deputy General 
Counsel 
R. Steven Davis - Senior Vice President, Deputy General 
Counsel and Assistant Secretary 
Joel Arnold - Senior Vice President - General Business 
Markets 
Richard Weston - Senior Vice President - Internet Solutions 
Yash A. Rana - Associate General Counsel and Assistant 
Secretary 
William Bryant - Assistant Treasurer 

DIRECTORS 

Drake S. Tempest - Director 
Robin R. Szeliga - Director 
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QWEST OFFER LElTER 



QWEST LETTERHEAD 

[Date] 

Dear [Name]: 

We are pleased to extend an offer of employment to you on behalf of [Insert Appropriate 
Qwest Entity, e.g, Qwest Corporation, Qwest Services Corporation, Qwest IT, Qwest Wireless, 
or Qwest Dex]. Qwest is an aggressive company unafraid of ambitious challenges. We expect 
the same qualities in our employees. The work environment is fast-paced and demanding, but in 
return for your contributions, you may expect to be well rewarded through highly competitive 
compensation and benefits programs. If Qwest sounds like the place for you, we hope you will 
seriously consider the attractive offer outlined below. 

Position Title: [Title] 

Position Type: [Regular Full Time/Regular Part-Time] 

Hiring Manager: [Name1 

Initial Work Location: 

Base Compensation: 

Stock Options: 

2001 Incentive Compensation 
Plan: 

[Address] 

$[Amount] base annual salary 

[Delete Paragraph if Inapplicable] Options to 
purchase [Number] shares of Qwest common stock 
pursuant to the Equity Incentive Plan, as amended. 
The purchase price of each share covered by the 
option will be the closing market price as of your 
first day of employment with Qwest. The options 
will vest and become exercisable in installments of 
twenty percent (20%) per year for 5 years from the 
date of the grant, for so long as you remain in 
continuous employment with Qwest. 

Eligibility to participate in the 2001 Qwest 
Quarterly Incentive Compensation Plan. Your 
participation will start on the first day of the first 
quarter following your date of hire. In this position, 
you may be eligible for incentive compensation of 
up to [% eligibility] of your annual base salary, at 
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Hiring Bonus: 

Relocation: 

First Day of Active 
Employment: 

the discretion of the Company and subject to the 
terms of the Plan. 

$ [Amount or Delete if Inapplicable], less 
applicable taxes and deductions. 

[Delete if Inapplicable] Reimbursement for 
relocation expenses at Tier [Insert Tier], as defined 
by the attached Relocation Policy. 

[Date or ‘To Be Determined.”] 

In addition to the above, you will be eligible to participate in a variety of employee 
benefit progrms in accordance with the terms of the programs. These benefits currently include, 
but are not limited to, a medical, dental and vision care program, a retirement savings plan, a 
pension plan, life insurance, and Time Off with Pay (TOP). Under the terms of the current 
retirement savings plan, you will automatically be enrolled at a contribution level of three 
percent of your base salary. Your contribution will be achieved through payroll deductions. 
Qwest will match your contributions of up to three percent of your base salary dollar for dollar in 
Qwest stock. If you do not wish to be automatically enrolled in the plan at a contribution level 
of three percent, please call 1-877-QWEST401K anytime after your start date to make this 
change. Please keep in mind that all non-vested employee benefits may be modified or cancelled 
periodically throughout your employment at the sole discretion of the company. Vesting 
schedules are contained in the plan documents governing each benefit. 

- 

Please pay special attention to the following items as this offer of employment is 
conditional upon your completion of each within the time frames indicated, and several of the 
items require immediate attention: 

1 .  Successfully completing a drug test within two (2) business days of your receipt of 
this letter. Please contact [Insert Name and telephone number] to obtain drug testing 
locations. You will not be contacted as to the results of your test unless there is a 
discrepancy . 
Completing and Returning the enclosed Information and Authorization form and 
Fair Credit Reporting Act Disclosure and Authorization form within two (2) 
business days of your receipt of this letter. You will not be contacted as to the results 
of the background checks that these forms authorize unless there is a discrepancy. 
completing and returning the Qwest Application for Employment within two (2) 
business days of your receipt of this letter. If your packet does not include an 
application, we currently have one on file for you. 

2. 

3. 
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4. Signing and returning this Conditional Offer Letter and Attachment within five (5) 
days of your receipt of this letter. The Attachment will govern many of the specific 
legal conditions of our employer-employee relationship, and your offer is contingent 
upon you meeting and continuing to meet all of the conditions set forth therein, in the 
sole determination of Qwest. Please read these conditions carefully before signing. 

Sincerely, 

[Staffing Representative Namenitlenelephone Number] 
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CONDITIONAL OFFER LETTER ATTACHMENT 

As used in this Attachment, “QWEST” means Qwest Communications International, Inc., any 
successor, subsidiary, or affiliate of Qwest Communications International, Inc., and the 
employees, officers, directors, and agents of each. This Attachment supersedes any written or 
verbal representations regarding matters addressed herein, to the extent they are inconsistent. 

EMPLOYMENT AT- WILL 

Nothing in the conditional offer letter or this Attachment promises or implies employment 
for any particular duration. Just as you may terminate your employment at any time, with 
or without cause, QWEST may also terminate your employment at any time, with or 
without cause. This at-will employment relationship may not be modified except by written 
agreement signed by you and an authorized representative of the company at the Executive Vice 
President level or above. Nothing in the conditional offer letter, this Attachment or other 
communications, with the sole exception of the Agreement for Arbitration set forth below, 
creates or implies any promise of specific treatment upon which you can rely. 

PRE-EMPLOYMEhT INOUIRIES 

As a condition of employment, the results of your pre-employment drug test and background 
check must be satisfactory to QWEST, in its sole discretion, regardless of whether you are 
placed on the payroll or begin work prior to the determination as to whether your results are 
satisfactory. The background check may include, but is not limited to, verification of social 
security number, work experience, training, licenses, certificates, and educational experience and 
examination of your driving record and criminal history. 

COMPLIANCE WITH LEGAL REOUIREMENTS AND POWCIES 

As a condition of employment, within three business days of beginning work, you must complete 
the Form 1-9 and present appropriate documents, as required by the federal government, to 
establish your identity and eligibility to work in the United States. You must provide satisfactory 
original documentation from the lists on the Form 1-9. You must agree to abide by the Qwest 
Code of Conduct and Qwest policies as they are issued or modified from time to time. Within 
fourteen days of starting employment, you must complete a statement acknowledging that you 
have reviewed the Qwest Code of Conduct. In addition, you must complete periodic compliance 

QWEST, you are required to disclose to QWEST’s Corporate Compliance department all 
potential or actual conflicts of interest. You must familiarize yourself with QWEST’s Conflict 
of Interest Policy, which is part of the Qwest Code of Conduct, so that you can identify potential 
conflicts of interest. Situations in which conflicts may arise include, but are not limited to, those 
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involving the employment of relatives, you having a direct financial interest in a competitor’s or 
supplier’s firm, or you holding a job outside of QWEST with a supplier or competitor. Please 
contact Corporate Compliance if you have any questions about this policy or need more detailed 
information. If you do not identify any conflicts of interest to the Corporate Compliance 
department prior to signing this Attachment, then by signing, you are confirming to QWEST that 
you have no conflicts of interest. 

INTELLECTUAL PROPERTY 

As a condition of employment, you must agree that any inventions, discoveries, creations 
(including without limitation software, writings, drawings and other works), improvements, 
Confidential Information and other intellectual property that you may develop or create, or assist 
in developing or creating during your employment with QWEST, whether or not patentable or 
eligible for copyright, that relate to the actual, planned, or foreseeable business or other activities 
of QWEST, or that result from your work for QWEST, shall be the exclusive property of 
QWEST. You shall promptly disclose such property to QWEST and shall, both during and after 
your employment, and without additional compensation, execute all assignments and other 
documents and do all things reasonably necessary to secure and enforce U.S. and foreign 
intellectual property rights for QWEST, including patents and copyrights. You are not obligated 
to assign any intellectual property to QWEST that you created prior to your employment with 
QWEST. You must identify in writing on a separate page any such intellectual property that has 
not been patented or published and forward it along with this Attachment to QWEST. 

CONFIDENTIAL INFORMATION 

As a condition of employment, you must agree that during your employment with QWEST, you 
shall not disclose or use for the benefit of any person or entity other than QWEST any 
Confidential Information, as defined below. In addition, during your employment with QWEST, 
you shall not disclose or use for the benefit of QWEST, yourself or any other person or entity 
any confidential or trade secret infomation belonging to any former employer or other person or 
entity to which you owe a duty of confidence or nondisclosure of such information. On the day 
your employment with QWEST ends, you shall return all Confidential Information to QWEST. 
From that day forward you shall not disclose Confidential Information to any person outside 
QWEST, or use Confidential Information for any purpose. “Confidential Information” is any 
oral or written technical or business information not generally known outside of QWEST, 
including without limitation, sensitive business information, trade secrets, intellectual property, 
customer records and lists, negotiations, policy manuals, merger and acquisition plans, training 
materials and marketing plans, corporarcfinanciai infbrmatlm, p I l ,  

performance evaluations, analyses of competitive products, contracts and sales proposals, 
employment records, other critical and sensitive information, internal audit reports, and all 
information regarding which QWEST owes a third party a duty of confidence or nondisclosure. 

. * .  
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NON-SOLICITA TION 

As a condition of employment, you must agree that during the term of your employment with 
QWEST and for a period of one year after termination for any reason, you will not directly or 
indirectly induce, solicit, or entice away from QWEST any person who, at any time during the 
three months immediately preceding your termination, was an employee of QWEST. 

RECOVERY OF BENEFITS, OVERPAYMENTS AND INDEBTEDNESS 

As a condition of employment, you must agree that both during your employment and upon 
termination, QWEST may, where permitted by law, withhold from any compensation due to you, 
all amounts necessary to compensate the company for your overuse of Time Off with Pay, all 
amounts you received from the company to which you were not legally entitled, and all 
indebtedness to the company, including but not limited to unpaid wireless telephone charges and 
company credit card charges. If you voluntarily leave QWEST within one year or are terminated 
for violation of the Code of Conduct, you must refund a prorated portion of any hiring bonus and 
relocation expenses you received (including any tax payments made on these amounts on your - 
behalf) or have that amount withheld from your salary or other Compensation. Should QWEST 
incur legal expenses in collecting these amounts, you are personally liable for such expenses. 

AGREEMENT FOR ARBITRATION 

As a condition of employment, you must agree that any claim, controversy or dispute between 
you and QWEST relating in any way to your employment, compensation, the termination of your 
employment, or the interpretation of the conditional offer letter or this Attachment, whether 
sounding in contract, statute, tort, fraud, misrepresentation, discrimination or any other legal 
theory, including but not limited to disputes relating to the interpretation of the conditional offer 
letter or this Attachment; claims under Title VII of the Civil Rights Act of 1964, as amended; 
claims under the Civil Rights Act of 1991; claims under the age Discrimination in Employment 
Act of 1967, as amended; claims under 42 U.S.C. sections 1981, 1981a, 1983, 1985, or  1988; 
claims under the Family and Medical Leave Act of 1993; claims under the Americans with 
Disabilities Act of 1990, as amended; claims under the Rehabilitation Act of 1973, as amended; 
claims under the Fair Labor Standards Act of 1938, as amended; claims under the Employee 
Retirement Income Security Act of 1974, as amended; claims under the Colorado Anti- 
Discrimination Act; or claims under any other similar federal, state, or local law or regulation, 
whenever brought or amended, shall be resolved by arbitration. However, if you would be 
l egdy  required to exhaust administrativeremedies b b  
must exhaust such administrative remedies prior to pursuing arbitration. The only legal claims 
between you and QWEST that are not included within this Agreement for Arbitration are claims 
by you for workers’ compensation or unemployment compensation benefits. By signing this 
Attachment, you voluntarily, knowingly and intelligently waive any right you 

. .  
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may otherwise have to seek remedies in court or other forums, including the 
right to a jury trial. QWEST also hereby voluntarily, knowingly and 
intelligently waives any right it might otherwise’have to seek remedies against 
you in court or other forums, including the right to a jury trial. The Federal 
Arbitration Act, 9 U. S.C. sections 1-16 (“FAA”) shall govern the arbitrability of all claims, 
provided that they are enforceable under the FAA, as it may be amended from time to time. In 
the event the FAA does not govern, the Colorado Uniform Arbitration Act shall apply. In the 
event the Colorado Uniform Arbitration Act may not lawfully be applied, the law of the state in 
which you principally performed the duties of your position with QWEST shall apply. 
Additionally, the substantive law of Colorado, to the extent it is consistent with the terms stated 
in this Attachment, shall apply to any common law claims. This Agreement for Arbitration 
supersedes any prior arbitration agreement between you and QWEST. 

A single arbitrator engaged in the practice of law shall conduct the arbitration under the 
applicable rules and procedure of the American Arbitration Association (“AAA”). Any dispute 
that relates to your employment with QWEST or to the termination of your employment will be 
conducted under the AAA National Rules for the Resolution of Employment in effect when the - 
demand for arbitration is filed. The parties shall mutually agree upon an arbitrator and a location 
for the arbitration within metropolitan Denver, Colorado. Other than as set forth herein, the 
arbitrator shall have no authority to add to, detract from, change, amend, or modify existing law. 
The arbitrator shall have the authority to order such discovery as is necessary for a fair resolution 
of the dispute. The arbitrator may award punitive damages, where provided for by statute or the 
common law, subject to applicable caps (including but not limited to those set forth in 42 U.S.C. 
Section 1981a), regardless of any limitations imposed by federal, state, or local laws regarding 
punitive damage awards in arbitration proceedings. All arbitration proceedings, including 
without limitation, settlements under this Agreement for Arbitration will be confidential. You 
shall not be required to pay more than One Hundred Fifty Dollars of the arbitrator’s hourly fees 
and expenses. The prevailing party in any arbitration shall be entitled to receive reasonable 
attorneys’ fees as provided by law. The arbitrator’s decision and award shall be final and 
binding, as to all claims that were, or could have been raised in the arbitration, and judgment 
upon the award rendered by the arbitrator may be entered to any court having jurisdiction 
thereof. The arbitrator’s award shall be in writing and shall reveal the essential findings and 
conclusions on which the award is based. If any party hereto files a judicial or administrative 
action asserting claims subject to this Agreement for Arbitration, and another party successfully 
stays such action andor compels arbitration of such claims, the party filing said action shall pay 
the other party’s costs and expenses incurred in seeking such stay and/or compelling arbitration, 

C 

By signing below, I affirm my understanding of and agreement to the terms and conditions set 
forth above, and hereby accept this offer of employment: 
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Signature: Date: / / 

Date OfBirth: / / SSN:- - - - - 
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RG 13-0095 
. 10/20/00 

QWEST EXIT CHECKLIST 
FOR DEPARTING EMPLOYEES 

(MANAGEMENT & OCCUPATIONAL) 
This form must be completed by the supervisor of the exitingkenninating employee and 

forwarded to Human Resources prior to an employee’s final exit from Qwest 

“X” Indicates OBTAIN ALL 
Completed 

Employee Name SSN: 

DISPOSITION OF RETURNED ASSETS** 

Job Title: Department: 

Work Address: 
Employee Last Day Worked: 

Erno ID: Emulovee Termination Date: 
I -1 

Supervisor Name: Phone: 

Supervisor Title: 

, 
I 1 *’‘Possession” should be construed to include any Qwest-owned assets that the employee may have in his or her home or vehicle. 1 
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I QWEST ASSET ACCOUNTABILITY ACKNOWLEDGMENT FOR 
DEPARTING EMPLOYEES (MANAGEMENT & OCCUPATIONAL) 

I certify that all Qwest property in my possession will be returned by the designated date. I understand that 
Qwest will use appropriate legal processes to obtain any Qwest property I do not return. 

I further understand that I may no longer access Qwest assets or disclose Qwest information after my departure 
date. This includes but is not limited to, voicemail, E-mail, computer systems, networks and Qwest information 
assets. 

Employee’s Signature: Date: 

Supervisor’s Signature: Date: 

List Qwest property not returned by the employee: 

- 
Follow-up assigned to: Date: 

SUPERVISOR NOTE: In the event that the employee declines to sign this acknowledgment form, read the 
acknowledgment statements to the employee aloud, in the presence of another management witness and mark 
the statement below: 

I7 The above employee declined to sign this acknowledgment form. The above statements were read aloud to 
the employee in the presence of the witness named below. 

Witness Name: Date 

Witness Signature: 



1 
Departing Employee PCS Conversion 

RG 13-0095 
. 10/20/00 

You have been identified as an individual who has a company-owned cellular phone for business purposes. We 
would like to make this telephone available for you to keep and use after your term of employment has ended. 
In order to keep your wireless phone phone, you must sign up for Qwest wireless service and satisfy the terms 
of that service. 

Please complete this formprior to your departure: 

Employee Name: 

Social Security #: 

Business PCS #: 

NO - I am not interested in keeping my business PCS phone for personal use. I will return it to my 
supervisor when I leave. 

YES - I would like to keep my business PCS phone for personal use. Please change my billing information 
to reflect the following: 

Effective Date: 

Billing address: 

- 

Billing telephone number: I ) 

Contact telephone number: I ) 

E-mail address (if available): 

Do you want the same PCS phone number, or would you prefer to have it changed? 

Vor credit reference) 

(OTHER than PCS and only ifdgflerent than BTN) 

Keep it. Change it (you will be notified of new number) 

FAX this completed form to: (720) 947-4000 

You will need to sign up for one of the existing Qwest consumer price plans and any additional services 
(MessagePak, Home/Office Link, Call Waiting, etc.). These may be found online at: 

http://enterprise.uswc.uswest.com/wip/ocstransfer/ 

I I 

http://enterprise.uswc.uswest.com/wip/ocstransfer
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CONFlDENTlALPROPRlETARY INFORMATION 
C LASS1 FI CAT1 0 N RATION ALE 

Descriptionfiitle of Information: QWEST COMMUNICATIONS CORPORATION 
BALANCE SHEET 

ConfidentiaVProprietary Designation Rationale: 

This exhibit categorizes the Balance Sheet for Qwest Communications 
Corporation. This Balance Sheet lists the assets and liabilities of Qwest 
Communications Corporation. Because this information would be valuable to our 
competitors, it is proprietary. 

f2OhUPIL)ENTIAL - SUBJECT TO PROTECTIVE ORDER 
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quoted by stock exchanges would decrease the fair value of our equity security 
by less than $1 million. 

CONTINGENCIES 

We have certain pending regulatory actiona. See Note 9 to the consolidated 
financial statements. 

COMPETITION AND REGULAMRY ENVIRONMENT 

For a complete discussion of our competitive and regulatory environment, 
mea Item 1 -- Business of this Form 10-I(. 
NEW ACCDUWTINO STANDARDS 

In June 1998, the Financial Accounting Standards Board Issued Statement of 
Financial Accounting Standards (*SPASa) No. 133, *Accounting for Derivative 
Instruments and nedging Activities.* SPAS No. 133 requires, among other things, 
that all derivative instruments be recognized at fair value as asseta or 
liabilities on the balance sheets with changes in fair value recognized 
currently in earnings unless specific hedge accounting criteria are met. The 
adoptfan of SPAS Uo. 133 on January 1, 2001 did not have a aucerial lrnpact on 
our consolidated financial statements. 

17 
20 

REPORT OF INDEPENDE#T PUBLIC ACCOUNTAWTS 

We have audited the accompanying consolidated balance sheet8 of -st 
Corporation (8  COlOZ8dO coqwratia) and subsidiaries 8s of hccmbar 3 1 ,  2000 
a d  lOS0, urd the related coarolidatrd mtatemoati of operati-, mtoakholdr+'r 
equity, m d  crmh flort. for e8ch of the three years in the period ended December 
31, 2000. These consolidated firuncial statement9 are the responsibility of the 
cOmp.ny'8 mMgelWnt. Our nsparsibility i8 to otpreS8 Lp Opinion 
mmmd idatad f inancirl ntrtmmntu h u e d  CII air anditm . 

We conducted our audits in accordance with auditing itandards generally 
accepted in the united states. Tho- standards require that we plan and perform 
the audit to obtain reasonable a8s~~ance about whether the financial statemants 
are free of material misstatement. An audit includes examining, on a test baiis, 
evidence supporting the amounts and disclosures in the financial sCatmaent8. An 
audit also includes asmessing the accounting principles used rad significant 
estimates made by management, am w l l  as evaluating tha overall financial 
statcwhnt premcntatiosr. We believe t h t  out audit. pravide a reasonable bash 
for our opinion. 

in all material respects. the financial position of -st Corporatiaa and 
subddirties as of December 31, 2000 and 1999, urd th-'*.ult8 of their 
operations. changes in ~tockholder'a equity and thfr cash flowl. for each of the 
three yearm in tha period ended December 31, 2000, in coafodty wLth accounting 
principles generdly accepted in the United 8tate8. 

In our opinion, the fikcial statements referred to above prc8ent fairly, 

.. - 
/a/ AmlluR ANDERsRn LLP 

r. cblarsrk, 
J.mury 24, 2001 
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suapsjwich notional muowto  of $133 r i l l i o n .  r he croor-currency m-ps 
s);nthCtically transform 93 aillian and 94 million of Swiss Franc borrowings at 
Decem+ 31, 2000 and 1999, re8pectively, into U.S. dollar obligationo. Any 
gains (losses) on the cross-currency swaps would be offset by losses (gains) on 
tile St ies  FT-C dobt obligations. 

A5 of December 31, 2000 and 1999, Qwest had entered into equity swap8 with 
alnotional amount of $761 million and $1.140 billion, respectively, relating to 
24 million sharer of Qlobal Croooing coll l l~n stoak previously m o d  by thn 
Coaapaxiy. In connection with the equity swaps, the Company entered into equity 
collars on 12 million shares and swaps without collars on the remaining 12 
a+llit$i shares. The equity collars restrict the magnitude of 8ny 98in8 or losses 
gencrTted by the equity ovrpo on the collared oharea. A hypothetical 10 percent 
reduction in the market price of Global Crossing colm~oo shares, based u p  a 
&ke$ value per share of $14.25 on December 31, 2000, would decrease the market 
valuelof the Comp.ny's net position by $17 million. A hypothetical increase of 
o!c-p.rcentage point in interest rates would decrease the market value of tha 
Coupazty's net position by $2 millioo. Tha suapr mature in three equal inaeaents i4 February, May and August 2001. 

Othmr remot. at hcembor 31. 2000 included marketable equity securities 
recorded at a fair value of $58 million net of unrealized lo8eeS of 532 million. 
The securities have exposure to price risk. The estimated potential loa8 in fair 
vbelresulting from a hypothetical 10 percent decrease in prices quoted by 
m t o c k  exchanges would hcrcame the fair value of tha com~.ny'm marketable equity 
securities by $6 millim. 

I *  
; 

I '  
TA-m STAmARU 

I 

In June 1998, the Financial Accarmtiag Standards Bo8rd issued Statelnant of 
Pinan+al Accounting St8ndard8 ("SPASa) No. 133, yAccounting tor Deriv8tive 
I+tnnnentB and Hedging Activiti88.. SPAS No. 133 require., among other things, 
tlpt all derivative instruments be recognized at fair valw as asset0 or 
1iPbi:itieB on the balance sheet and tbat changes in fair value generally be 
rCcog+red currently in earnings un~ess mpecific hedge accounting criteria are 
nkt. The adoption of SPAS No. 133 a0 J M ~  1, 2001 did not have a material 
i&p& o the Companyar conaolidated firuncial statemntr. 

I :  P-12 
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RE€QRT OF 1NDEP-m RWLIC A C L U W ~ S  
t :  

To -st Conaunicatimn International Inc. : 

We hawe audited the accoqanyiag caruolidated balance BaMtB of Q w m t  
c-u+cati- xntemtiasul I=. and subsidiaries as of December 31, 2000 
1999, land the related con6olidated statements of operatione, stockholdere* 
e b ~  and ca8h flaw8 for each of the three yeam in the period endad OhcrdPar 
33, zpoo. mesa consolidated financial utrieaancs M ttn respoanibility of tha 
cppanyle management. Our responsibility im to urpross UI opinio on thew 
cyolidated financial statewextti baed OSI our audits. 

accepted in the United States. Thome otandarb require that y. plan and pertorn 
the awt to obtain reasaaPable assurance about whether ttn financial statemtat8 
are tree of material mismtatement. ~n audit includee examining, oa a temt basin, 

chs amount8 md diulorure8 in the tinraaial otate-nt8. Ap 

aseeeoing the accounting principles w e d  and signifiunt 
estimtem made by manageacnt. u well ae evaluating the overall financial 
statebnt prescntatiaa. ~a believe that our audits pravide a reamonable bui8 

I !  . 

i We Conducted aUr audit8 &n rCcoCbnca with auditing Btand@tdr qenarrlly 

t& & opiaiur. 

In our opinion, tha finamcia1 statements referzed to above premnt fairly, 
i& all material respect., the financial pomitiar of w n t  Cammunicationa 
xnter+tioaal fnc. and 8ubBidfUh8 OB of December 31, aooo a d  1999, and tho 
r+ts of their operations axid ~ i r  c a a  flow for: each of tha three y e u s  in 

1 -  
I 

- .  
i 

i I  i 

: I  
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i n  

tho prim3 ended December 31. 2000. in conformity with crcca.UltiIW pxinciphs 
generally accepted in the United Btates. 

/a/ Arthur Anderaen LLP 

Denver Colorado 
January 24 ,  2001. 

8-13 
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QWEST COMMUNICATIONS 1"ATIONAL INC. 

CONSOLIDATED STATEMEIQT8 OF OPBRATIWS 

Revenuer t 
c ~ - , r c i a i  ............................................. s 7,424 
Qnlr rw ond o d l  brulna.0 .e~~ieeo...................... 6,370 

Switched accesm mrvim.................................. i,m 
Directory suvicos.- . . . . . . . . . . . . . . . . . . . . . . . . - . . . . . . . . . . . . .  1,530 

---------- 
Total revenue..................................... 16,610 ---------- 

Op.rat1ng u p m H . r  
cO#t Of Bervicu... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Selling, goner81 and r&niniotrative....................... 
~ ~ i r + i  oa .............................................. 
~iutign.............................................. 
Mew related ud other chug....... .................. 

Total ap.rrciag urp.nra...... .................... 
-- 

c)p.r.Liq i~............................................ 

ocher +xpanu ~illcolno): 
Interemt - .. net..............................'P.... 
-line in  market value of financial inmtrunmntm.......... 
Rxpenrer related to temimted merger..................... 
(Gain) loea an mile of inwatmnt... ...................... 
0th.r y (1nC-d -- net ............................. 

TOt8l'Othu .Irpcau -- M C . . . . . . . . . . . . . . . . . . . . . . . .  

In- more in- tuck and cumulative effect of ~h.ng. 
in accamtiog principle.... ............................... 126 

ROY1.1- fw t-.................................. a07 

(Loem) incons kforr, cuarlative effect of change in 
~ c c o u n t i ~  principle ...................................... (81) 

Clmulatiw effect of churg. in  accamting principle -- nee 
---------- 

of ...................................................... -- .--------- 
wet (lo#.) ............................................ 
a . ic  (10.0) oarUbY0 par o k o r  

(-a) incor betore ~ u l a t i v e  e- 
accounting principle ................................... 

cumla t in  effect of change in accounting principle ....... 
Base (108.) earning. pu *hue. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Diluted ( l a d  earning. p.r .hue: 
(Lou) incam before cumlarive offeet of c&n# in 

nr?c?anrting minclple............. ...................... 
Qnuratiw effect of -0 in accounting principle.. ..... 

1.902 
800 ........ 
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Officer Director List a8 of June 3,2001 

Owest Communications Corooratioq 

Directors: 
Drake S. Tempest 
Robin R. Szeliga 

Officers: 

- Name 

Joseph P. Nacchio 
Drake S. Tempest 

Marc 8. Weisberg 
Robin R. Steliga 
Richard N. Baer 
R. Steven Davis 

Joel Arnold 
Richard Weston 
Yash A. Rana 0 William Bryant 

Qwest Corporation 

Directors: 
Augustine M. Cruciotti 
James A. Smith 

Offirs: - Name 
James A. Smith 
Robert Tregemba 
Beth Haivemn 
Mark Pitchford 
Mark Schumacher 
Kamelia Davidson 

Chairman, Chief Executive Officer and President 
Executive Vice President, General Counsel, Chief 
Administrative Officer and Secretary 
Executive Vice President - Corporate Development 
Executive Vice President and Chief Financial Officer 
Senior V i  President and Deputy General Counsel 
Senior V i  President, Deputy General Counsel and 
Assistant Secretary - 
Senior Vice President - General Business Markets 
Senior Vice President - Internet Solutions 
Associate General Counsel and Assistant Secretary 
Assistant Treasurer 

offioe 
President 

' Senior V i  President - Netwok 
V i e  President - Wholesale 
V i e  President - Retail Markets 
Vice President and Controller 
Assistant Secretary 
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Qwest Long b k t a n a  
Section 272 Affillate Transactions 

DaflnItlow 

Qww Corporalion (QC), formerly U S WEST 
Communications, Inc. (USWC), k a Ball Opcnthg 
Company (BOC). 

Q w a  Long Distance (QLD), formerly U S WEST Long 
Distance, Inc. (USWLO) was the Section 272 affiliate 
thrwgh December 31,2000. 

ovwvlew 

This wcbsltc contains the transactions between Q w a ~ t  
Corporstlon (formerly U S WEST Communkatbns, Inc.), MI 
aoC, and Qmst Long DMaitce (forme* U 1 WEST Long 
Diitance). Qwest Long Distance was the Sectbn 272 aMli8te of 
Qwtst Corporath Imm k b r u q  8,1996 through Decehkr 
31,2000. 

I 
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Qwest long Distance 
Section 272 Affiliate Transactions 

Work order - Finance Servbs 

Anmdrneri l  One lo finance k i v b  Work Order 
Amendment Two to Finance Services Work Order 
Amendment Three to Finance Services Work Order 

WWK Order - Integrated OfMx foruaOns 

Amendment One to Integrated Office SolUtknS Work Order 

SenrkeSAgreement 

Billing and Collection Agreement 

-Ag- 

Please note: In the event that a Work Order, Task ordrr, or other 
-t expires end services continue to be provkkd, the anpanisr 
a g m  to automatically extend the Work Order, Task Order, ar Ag- 
on a month to month basis until othemtsc terminated as prov(dad herein 
or untN such time as the negotiations for new rates, t e r n  or conditions 
ha- conduded, and a new W o k  Mer, Task Order, Or A0-t k 
signed and posted in its @ace. 

. 



mout Qwest 

Affiliate TransaCtioIM 

ransadions 
' overview 

' Porting Proedurar AMENDMENT 3 ' Curr*nt This Is Amendment 3 to the Master Services Agreement, 
Agreement Number AR96001 ('Agreement"), bctwccn U S 
WCST Cwnmur~kations, Inc. (.uSwC) end u S WEST Long b Posting Summary 

Distance, Inc. ( ' U S W ) ,  formerly U S WEST ' Rated Communications System Corporatbn, dabad April 1, 
1996. b terminated 

RKJTALS Tnntsctions 

' tcrtltication 
Statement 

' Written copies 

uswc and u W ~  entered inb that certain A a m  for 
Senrkes Number AR96001 dated April 1,1996 as 
amended by Amendment Number 1 dated hrh 1,1996, as 
amended by Amendment Number 2 dated April 3,1998, 
and USWC and USWLD wish to Amcnd the A g m n t  
under thc tcrmr and condibiorw contained harain. 

The foHowing Ag- shall rrpba tha prcvbus 
Agreement In ik entirety. All exlsting work ordcn shaa k 
hlwlporated umkr thb -t. 

M A m R  SERVICES AGREEMENT 

BOWEN 

U S WEST COMMUNICATIONS, INC. 

AND 

. 0 S W W  LONG D1sTANct, INC 
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Attide 5 - DEFAULT OR BREACH 
Article 6 - INDEPENDEM C0NTRACK)R 
Article 7 - PROPRIETARY INFORMATION 
ANCk8-WARRANTY 

I Articla 9 - INMMNXFXCATIO((( 

! Artklc 11 - FORCE MAJEURE 
Artide 12 - INSUflANCE 
Attide 13 -WAIVER 

1 
i Mide 14 - REGUUTORY SUPPORT 

Artide 15 - COMPUANCE W m  LAWS 
Midc 16 - GOVERNING LAW 

m c l c  10 - LIMITATION OF UAbIUW 
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AM& 24 - SURVIVAL 
ARL& 25 - RIGcm UPON ORDEWY TERMINATION 
A d &  26 - RECORDS AND AUDITS 
Mkk 27 - E"! AGREEMENT 
htkk 28 - HEADINGS NOT CONlROUING 
Mkk 29 - THIRDSARM BENEFICIARY 
Artkk 30 - AFFILIATE 
ArtMe 31 - SEVERABILITY 
M k l e  32 - CANCELLATION FOR DEFAULT 
M i d e  33 - SEVERAL UABIlfTY AND JOINT DISCOUNTS 
SIGNATURES 

FOURTH AMENDMENT TO MSA 

Agreement No. AR96001 

EXHIBrn 

Exhlblt A NETWORK KMCES 
Exhibit B HUMAN RESOURCES SERVICES 
Exhibit C INFORMATION TECHNOLOGIES SERVICES 
Exhibit 0 MARKmNG SERVICES 
Exhiblt E W A I L  MAWEE 
ExhiMZ F FINANCE SERVICES 
Exhibit G ADMIrWTRATIVE K R V I a S  
kchibit H RESERVED 
Exhibit I RESERVED 
Exhibit J RESERVED 
Exhlblt K RESERVED 
Exhibit L RESERVED 
Exhibit M RESERVED 
Exhiblt N SECURITY SERVICES 
ExhiMt 0 TElECOMMUNICATIONS SERVICES 
Exhibit P WORK ORDER 
EwMbit Q RESERVED 
Exhiblt R RESERVED 
Exhibit S SALES OPERATIONS PLANNING AND CUSTOMER 
SERVICES 
Exhibitt CARRIER SERVICES 

, 

I 

I 

6/2/01 
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.. A. USWC shall provide services (.SCwkes.) to Uswu) 8s 
set forth in the attached Exhibits (Incowrated herein by 
this reference). The Exhiblts describe SetviccS that USWC 
may pmvide to USWLD upon requept by USWLD. Swh 
requests tor ScrWw smll bc spcmed and dacwmnted on 
a Work Order (incorporated herein as Exhibit P), and 
include at a minimum the folbwing information: 

- Description/Locatbn of Service/s RcquestecJ - Dates of Commencement and Canpietion d 
service/s Requested 
- DdhmabkS, Pcrfonnam Standards8 
specla, Condltlwrs - Units and Prke per Unit tor Requested 
knrice/s - costing Methaddogy 

USWC mquim additional infonnation it deans 
necesssy for the provirion, tmcking, and billing d 
W i .  

8. The parties shall comply with the U S WEST Technology 
Fair Compensation P a l i  when Services requested include 
technlcal informath, software, inventions, functional 
specifications, and other researched or Weloped produck 
or services. 

C. Xn the event of any conflkt between the general tam 
and conditions of this Agreement and the specbl t e r n  
and condltions contained In the Exhlbks, the specla1 terms 
and conditions shall prevail. 

Article 2 
IE%B 

mc Agreement shall become effective as of April 1,1996 
and wlll m l n  in full force and effect unffl either party 
pmldes sixty (60) calendar days written notk. d 
termhation tothe athcr party. Th. putirp agmato 
undertake a review of the contract every twenty-four 
months. If thls Agreement is tem~ted prior to tha 

charges billed and awing to USWC far knricrr pcrfomed 
up to and including the date d termination, prmtded 
Services performed are in accordance with the terms and 
condltions of this Agreement USWC shall COmpMI any 
such work in p r o p m  prtorto the terminntion d the 
~pnernenq and uswc smii pemm sucn WCVKCI in 
accordance with the terms and conditions of this 
Asmmant 

Compktbl Of  any SeWkeS, u m  rhsll p.y far 8& 
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provhd that revisions occur no mare than $emi-annwlly. 
If  applicable, USWU) and USWC agree to any necessay 
butup compensation (bill or credit) whkh may reudt 
from such necessay m e  rwitim Upan request by 
USWU), uSWC agrees to provide supporting information to 
substantiate any such pr ia  ravisbm, the reaSons 
therefon and any resulting trutup. 

Attide 4 
&lull!G 

A. USWC shall submit Invokes to USWLD for Services 
provided in accordance with the t e rn  and 
conditions of thk Agreement on a monthly bas19 
unless otherwise specifled In the Work Order. 
uswu) shall notify USWC of the a d d m  to whkh 
tmroias are to be sent. 

6. Invdces shall Indude the following Mlllng 
lnfwmatkn as a minimum: 

1. ~nvoice number 
2 Payment due date 
3. Date of S m k e  
4. Description of charges 
5. Applicable taxes 
6. Tots1 cham 

c. The bill redplent is responsible for rccordlng the 
obfigatron upon mceipt of the Invoke WlTHOUT 
REGARD TO ACCEPTANCE unless the! bllllng has 
k e n  billed to the wmng en*. tho psyabh 
has been recorded, the blll mclpicnt may withhdd 
cash payment of the invoke for disputed items only. 
Formal disputes must be initlated with the billing 
company contact ne later than rlxty (60) days fmm 
receipt of the Invoke. Any anmunt blUd and 
uncontested as dthe 60th day from mcelptoftha 
invoke sham be consbuedtoka proper charge to 
the MU ncipmt. 

Interest should not be accrued on a s h   payment^ 
withheld by the blll recipient for disputed amounts 
during the period of the db-. However, In ordcc 
to OlKourage wulhddlng d paynwnts without due 
c a m ,  If any portbn of the disputed amount k 
resolved in favor of the blllhrp company, interest 
shall be accrued fmm thirty (30) days after payment 
was due until the amount owed k mid. If th. 
dispute b resolved krfawrdthe bill mclpknt, the 
wllng company shall &sue a credit to the WII 
tedplent far the cltlf amount. Payment of imoicad 
amaints that am undlsputad or uncontested shall 
be remitted In full withln thircy (30) calendar days 
after receipt of. the invoice. Paymmt @tall be sent to 
the address indicated on the invoke!. Invoked 
amounes not va# bv the effectlw payment dm date 
may be assessed Interest on any ou?standlng 
balance until the amount k p8ld In full. Interest 
shall be a a m d  at a rate of one a d  ona-blf 

,wthaMphastrat% 
wtl&hevff is lower. sucn 

’ 
. 

I 



4 

e- 

@ 

a 

Interest shall be reflected on the invoke Issued the 
month after the payment k deemed to be paddue. 

D. Thc billing company shall have sixty (60) days from 
formal notificaUon d the dispute to respond to the 

E. It is the respmslb1lit-y of each affillatcr to effectively 
communicate and resolve these disputes. I f  
necessary, the issue In dlspute should be exaiatcd 
to the highest level required In order to achieve 
resolution wlthin the albtted time fnme. If all of 
this fafk, refer the matter to the Diredolt of 
Technical Accounting at U 5 WEST, Inc. and at 
USWC, or their mpccUvc designees, for a ruling. 
Should such efforts prove ineffectiw, U S WEST, 
Inc. will, if asked, media& the issue after a review 
d the nl8t.d rubrtrnblrtlng doewmntatkm. The 
matter may also be nferred for mediation by an 
external party if both companies have agreed in 
wnting to this type of mediation. (See A m  20 
D i S M  Resolution.) 

F. The billing ampany may not render a bill for 
services more then ninety (90) days after those 
Servkes have been provided unkss both companies 
have agreed in advance to a longer billing period. 

. dispufa. 

In the event of a material breach d a n y  or me tams or 
this Agreement, the aggrieved party shall give the other 
paw written notice of such breach and request cure within 
thirty (30) calendar days from notkc receipt as provided 
hcrcin. If thc dcrcrlbcd breach is not cured within the 
thirty (30) calendar day period, then this Agrement my,  
upon w w n  notke, be tennlnated lmmedbtsly without 
charge or lability, except for wark partormad by USWC 
and cwtz incurred bvUswu)undw hi. ~ g m e n m n t u p  
until tha date d terrninath. 

ArHdc6 

.- . 

USWC hereby declares and agrees that It b engaged In an 
independent bushes and will perform I& obligatlom 
unda thtr Agreement as an Independent contraclur and 
not as the agent or employee of USWLD; that VSWC does 
not haye the authority to act for USWLD or to bind U r n  
In any respect wha-, orto lncuf anyditbts w . 
iiaMlmar in the name of or on behaw ob USWLD; tha ony 
persons provtdcd by USWC shall be rokh/ the employees 
of agents of USWC under 1Qr sok and exdusive dinctkn 
and contrd. USWC and ipI employees or am not 
mMed to USWLD's unemployment insurmnra - as a 
result of performing under this Agreement. USWC shall be 
SoMy responsible for all matters relating to payment d lts 
employees and agents, Indudlng complianca with worker3 
m~ensation, unemplovmart, disabllltv ismnee. r#ial 
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security withholding, end all other tedcml. state and local, 
rules and regulations. USWC shall indemnify and hdd 
USWLD harmless from any causes of action arising out of 
USWCS liability to its employees or agents. 

Article 7 - 
Solely for the purposes of providing Servkes under this 
Agreement, each paw grants b the other a nonexclusive, 
nontransferabie license to use information provlded by the 
other. Neither party shall publish, circulate, or otherwke 
distribute or disclose any such infomation that is marked 
proprietary or conRdentla1 to any third party other than its 
affiliates and its consultants who have executed a 
confidentiality sgmment as described in (1) below unkss 
and untu (1) me original arxloung party has consented to 
such dsclaFun and such third party executes a 
confidentiality agreement containing terms substantially 
slmltar to the ones contained k thts Agrecmcnt, (2) such 
information he$ come into the puMk domain through no 
fault of Uswu) or USwC, (3) such infonnatbn is OthWiM 
in the possession of USWLD or USWC free d any obligation 
of confidentiality, or (4) such party is required to do 50 by 
regulatory mrndato. 

Any third party information pmvlded by USWLO or USWC 
to the other patty shall be deemed USWID or USWC 
information accordlng to ik source and shall be treated 
accordingly. If such information is subject to a separate 
agreement with a third paw, thc party necivhg 
informath agrees to hold and use the information in strict 
accordance with the separate agreancnt, provided it has 
knowledge of the separate agreement, unless othemise 
instructed in writing by the party providing L e  
tnfwmstion. 

. 

Servkcr shall bc pcrlbrmcd in a gro(hcCbul ma-, 
consistent with indusby standards, and meet the 
satlsfacUon of U S W .  USWID C~M)Y(LI the right to 
inspad Services at any time prlor to acceptance. USWC 
warrants that the S w k e s  wWI ba provided fr8e from 
defects in performance, will conhn to aH spaciflcati#ls 
described in Exhibit P, and will be fk and SuMdant for the 
purposes expressed in, or reasonably inferred from thb 
4-t. 

ktkle 9 - 
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iiabltlty clninu rebtlng to nny Senicer; and/or (3) 
failure by USWC, Its ofken, employclss, agents, 
subcontractors and/or representathrar to comply 
with the A w e  entitkd 'CompYance wkh Laws;' 
and/or (4) assertions under workers' mmpensatian 
or similar employee knetit acts by USWC w its 
employees, apents, sukontractorr, or 
subcontractors' employees or agents. 

B. USWLD shall indemnlfy and hdd harmless USWC, its 
owners, parents, substdiarks, affilbtes, agents, 
directors and employees against all Liabilities to the 
extent they arise from or In connect&m with: (1) the 
fault or negligence a0 USWLD its ofticem, 
employees, agenk, subcuriaactors a d o r  
representallves; and/or (2) thc furnishing, 
pelformance or use of any Sewices under thls 
Agreement or any product lldbflky cbims relating to 
any Services; and/or (3) failure by USWLD, its 
Omcers, employees, agents, subcontractam 8 d f W  
representatlves to comply with the Artlde enbltlad 
'Cornpliomc with laws,' and/or (4) 
under workers' compensaUon or similar employee 
benefit Mtr by USWLO or its employees, agents, 
subcontractors, or subcontractors' employees or 
agcnts. 

Neither party is liable to the other for conocquentbl, 
Incidental, Indirect, punitive or specla1 dam-, including 
commercial loss and krs profits, however caused and 
regardless of legal theory or forcsacabillty, dirrctty or 
indirectly arising under this Agmment. Notwiimnding 

pmvkions of this Agreement and thlr lbnltatkn of ilabllky 
shall not apply to the indemnlfikatlorr obligatbm under thk 

Arude 11 

the fwCgOkQ, Pam am Ibbb h 8-m Will, tM 

A9-t. 

Except for the payment for Sacvk.0 already ?endctad, 
nelther party shall be hcM responsible for delays or hilum 
caused by Ares; strikes or sknibr tabor diCRcuMar; 
embargoes; acts of the IegUatIve, adminbtntfve, 
erecuthe, or judidal branches of government after thh 
date h e m  regulatory nquiremenb promulgated after 
the date. hered; civll or milttaw authorities; ac& d the 

In connection with thls Apmmcnk the partks 
acknowkdge that USWC Is a common cam, obUgaW to 
perfom e M i n  scrvka In the event of a n8trond dbaser. 
60th parties agree that USWC may suspend n#md 
functions under this Agreement and perfom rudr 
f u m  necessitated by the MtlOnal d- bo rrcowT 

osmrvimsrorrqv I d  by kw. 

6/2/01 
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RaKes and charges shall Irc udjurted with tha eonsent of 
both parties to dkct actual usage ona~ the natkwl 
emergency has passed. USWC may requlra designated 
USWLD personnel to attend aaasbnal mcrgency 
preparedness tmlnlng reorlorn and such attendance shall 
not be unreasonably denkd by USWU). 

Ad* 12 
IMSURANC€ 

Both partles shall obtain and maintain Insurance with 
coverage or Hmitr consistent with U S WEST, Inc. practices 
and policies. Such Insurance shall be commensurate! with 
the type and/or amount of service pwformed under this 
Agreement and #la cost for such inrwsnca shall be bomc 
by the party perfoming the Senrice. 

E t t h a  party may provide some or ail of thc Insurance 
coverage required above through self-insurance in a 
manner conslstent with U 5 WEST, Inc. pracUces and 
polkjus. 

Each party shatl atso require its subcontracton, if any, to 
maintain appropriate levels of inwnnce and agrees to 
furnish the other party wlth c0rtifkrt.S or adequate pmof 
of such insurance, if requested. Either party may consult 
with U S WEST, Inc. - Rlsk Management for an evaluation 
of the appropriate insurance for subcontractors. 

A r t k k  13 
WANER 

The falure of either party to exercise any right sh8ll not be 
construed to be a wahm unless agreed upon in writlng. A 
waiver In any one instance wlU not constitute an 
amendment to this Agreement or indkatrc any continuad 
W 8 h r a r M w c h  y)htOn ally othtr OCQSbll. 

ktkh 14 

This agreement shall comply with all state statutes and 
regulations, and uSWC shall bear the financial rlsk if It 
doer not. The parties some that to the extent USWC 1 
under the regufatm d federal or state agenckr, USWLD 
wlll provide coopcratlon and support for USWCs rrylomc 
to regulatory lnqulries or discovery requests con#ming 
this Agreement or nlatbnships derived from thir 
Agreement. 

Altlda 15 

A The partks hall obtain and ntalntdn at ws own 
expense all pennlts and Ikenses and pay all fees 
nqulrea by law WWI mpan to any Semws a w o r  
performance of this Agmmcnt The parties shall, in 
connectron with prfwmrncr of and krvicrs under 
thk Agreement, comply with all appllcabk federal, 
r w ,  and local kws, ordkwnca, des, rrpubtionr, 

I 

* 



.. 
court ordem, end governmental or ragulatoy 
agency o r d m  ('Laws'), including, without 
Imitation: 

1. The Tdccammunicatkns Act of 19% and all 
. NI~s, regulations and orders issued In 

connection with that Act and this Agreement 
shall, to the g n a w  extent possible, be 
construed to k consistent wlth the s u m .  ' 

2. Laws relating to non-discrimination h 
employment, fair employment p l . . c t k c r 8  
equal employment opportunity, employment 
opporcunrtles for veterans, mm-ssgrrgatcnl 
facilities, and/or employment of the disabled, 
except to the extent a party k exempt 
therefrom; and the Lam and contract clauses 
required by those bmto be made o peed 
thlr 4nement are incorporaad hersin by 
thir mfemlce. 

3. The Laws referred ta in the Amcle entitled 
"Independent ContnctoP. 

B. uswc acknowledges that ~wcha;e(s) and/or 
Confidential Snformation ('Exporbl) may Ee subject 
to U.S. and applicable torcign export law or 
regulatb. USWC shill pcrtorm its obliitions 
under this Agreement in a manner consktent with 
the requirements of all applKaue U.S. a d  all 
applicabk foreign laws and ragulatknt, including 
the U.S. expart laws and regulations, the Forrign 
Corrupt Practices Act, and anti-boycott law, and 
US. expart lam and rq~uktknr prohlblting tha 
unauthorizd export or reaxport of amln items to 
residents of countria listed in US. Export 
Administnth Regubtiona 

C. The requirrrmants d thb Arbkk shall runrhn the 
expiration, tennlnation or camllatbn d thk 
Agreement. All pmvklons of this Article shall ab0 
apply to all subcontractors, and rkirllar terms shall 

0 be included in all USWCs contracbi with 
rukontncton. 

Artkla 16 
G Q E w K u M  

This Agreement shall be ~ w m d  by and omtrued In a11 
respects in accordance wlth the b m  af theWte of 
cokr.doorsush other stab. 8s agmd upon by the 
prtkr. . .. .* . 

-17 . 
AMMDMElYrS 
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4mnwnt. 8nd c h . M  k signed by an mthcrrimd 
representative of each party, and, (2) unless OthCrwlH 
expressly stated, they shall not be construed to 8dverrclv 
affect vested rlghts or causes of a a b n  whkh have accrued 
prior to the effective date of such amendment, 
modlfkatin, additional exhibit, or supplemant. The term 
'this Agreemenr as used herein shall be deerned tu 
include any future amendments, modifications, 
supplements, and addltlonai exhlbks made in XcordalKe 
herrwtth. 

Artkk 18 
JYEasEs 

Where written notices, dcmands, or 0th ummunlcationz 
are required under this Agreement, they shall k deemed 
duly given when madm In writing and dolivered to the other 
party's address listed below. Addresses may be changed 
by written notice to tha other party. Notlees shall be 
deiived by hand, overnight courier service or certlflcd 
mail, return receipt requested. Notifkatron wlll be deemed 
to have taken place upon delivery, if delivery k by hand, 
overnight courier sewke or five (5) calendar days after 

WEST Long Distance, Inc. U S WEST Communications, Inc. 
Attention: Contract Manager At tenth ;  Contract 
Representative 1801. Callfomia Stmet, Room 2800 
Contract Development & Servlces Denver, CO 80202 188 
Invermss Drive West, Suite 600 Engkwood, CO 80112 

posting if sent by C e m  mu. (USWLD) (USWC) u s 

Am* 19 

A. 

0. 

C. 

Each party shall apgdnt a Contract Ma-er who 
shall be responsible for the management of the 
relationship between the parties. Interpmtatkns, 
amendments, ncgothtkns, modiftcakm, rtquats 
for audis and/or examinationr dating to this 
4mment shall be tnitbte!d and managed by the 
Contract Manspan. 

USWC shall appoint Contract Adminbtmtm for the 
Servkes offered in the sp.cltk Exhlbitr to this 
~greement lbe Contract Adminktrator shall be 
respcmdbk to w e m e  that the sewtees am 
provided as specified in the Exhlbit, Inmate bilUng 
and monitor payntent and provide further 
Information regarding the Smke and/or #Wing I 
uSwLD requests. The Contract Administrator shr8 
nsoive such inquiries whin thirty (w) says. 

IftheContnctAdmiahstorisunabktoprav#s 
srilfidcnt informatkn to USWLD regarding the 
Services delivered mnd/or the amounc1 invoked, the 
parties win notw thelr respective Contract Managem 
and Dbputh Resolution proadwao Will be initiated. 

I 
I 

6/2/01 



>e Any dah, controvemy or drrpurc which arises 
+%--between the mrtks, thahagcntr, smpky#t, 

officers, dimctorz or affiUalcr ('Dispute') which the 
parties are unable to settle through consultation and 
negotiation may be mediated under the C-Kkl 
Mediation R u b  of the American Arbitratkm 
Association ('MA") by a mutually aceeptsbla 
mediator. Any Dispute whkh cannot be molved 
thmugh negotiation or mediation shaN be rcsdved 
by bindtng arbitration as pr0-d in thQ Artklc. The 
arbltrablllty of cblms shall be claLaniiiiled under the 
Feded Arbitration Act, 9 USC kcs. 1-16. 
Notwithstanding thc tOrrgOing, tha parties IWy 
cancd or terminate this Agreement in aaordana 
wlth Its term8 and andltbns without klng requlmd 
to follow the prucedum set forth in this Amek. 

6, A single arbitrator engaged in the pndka of hw,  
who is knowledgeable about the subject matter Of 
this Agreement and the matter In Dkputc, shall 
conduct the arbitration under the rules of the M A  
then in effect, except as othcmise provided herein. 
The arbitrator shall be sekcted in accordance with 
NU procedures from a list of quaitfied people 
malntained by the AAA The arbitration shall be 
conducted in Denver, colonda, and a# expadtted 
procedures prescribed by chc AAA Nlct rhall apply, 
m e  laws at coloram shall govern me C O ~ ~ V U C ~ ~ O ~  
and interpretation of tMs Agmement. Thc 
arbitrator's dedslon and award shall be final, 
conclusive and binding, and judgment may be 
entered upon It in accordence with appliarble taw In 
any court haw9  jurirdkt&n 

C. EitharpartymaynquestfromthrarbW8tor 
injunctive relW to maintain th. status qua mUt 
such time as the arMtrat&n award b nndcrrd or 
the Dispute k othcmlse nrolvad. The arbitrator 
shall not have authomy to award punith damages. 
Each party shall bear its own costs and attomeyr' 
fees, and the p a w  shall share equally the fees 
and ucpansct of the mediator and arbitrator. 

D. If any party fiks a judltrel or adminiotrative actkn 
assemng clams sub- to arearatton, as pnrcrctw 
herein, and another party s u a e s d d y  stays such 
action and/or compels arbitration of said claim, the 
party filing said action s b U  pay the other pa- 
costs and expenses Incurred In saaklng such stay 
and/or compelling rrbitmtjon, lndudlng reaoor\.bk 
8e tar#yr 'h  

Arbkk 21 
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It Is upmsly UndHstood and agreed tbat thlo Ag- 
doer not grant to USWC any exduzhre privileges or rights 
and USWLD may contract wlth other wpplkn for the 
wocurement of comparable Servkas. Except as rpcciRcally 
identified In a Work Order, USWLD m a w  no guarantee or 
commitment for any minimum or maximum amount of 
Servkes hereunder. 

Artlde w 

Thlr Ayreement shall be binding upon the partks' 
respective successom and permitted assigns. Neither Pam 
may assign w delegate this Agreement and/or any of ik 
rights and obligations hereunder without the prior wrttten 
consent of the other patty, which consent clull not b. 
unreasonably withheld. Any such attempted assignment 
shalt be void. HOWCVCC, either paw may assign thb 
Agreement and delegate any of It$ rights and/or 
obllgations hereunder to its parents, rubrldiarks, 
subsidtarits of its parents, or other affiliates, without the 
consent of the other party. Any assignment of amounts 
payable Is vokl to the extent that it attempts to impose on 
USWm obligations to the assignee, OT to pnckrde US- 
from dealing solely and directly wlth USWC In all mattCK 
under thk Agreemant. 

Each party wlll be mponsiblc for the propcr -am 
of any rubcor~tretctor it  hires wMch mey be used to 6-t 
In the performance of Sarvkrr; howwcr, neither prty will 
subcontract any work without tha other party's prior 
written consent, whkh shall not be unrrasonably withheid. 

kckk 24 
SURVIVAL 

All obtigattlonr and dut& whlch by W r  nature extend 
beyond the exptratlon or temdnabion of this Agreement 
shall survive and remain in effect beyond any expintian Q 
tennlnatian. 

kttdczs 

Upon tcrminatkm or other explntbn of this Agreement or 
any porllon of the Sewkes hereunder, each party rkll 
iwtum itw or)nr party's papors, rrub.rial, 8nd 
upon request and as Spcdfid in this Agrement. In 
addition, each party wlll assist the other in the #drrly 
tennhatkn ofthis AgmmanCor any poruOn of thk 
Aorearrnt 

' 

.. 

Artkie 26 - . .  . . .. . . .  . 



0 

USWU) or its authorizetl representative shalt have the 
right to audit USWCs bpoks and reawUs wh(cn 
performance obligatbnr undcr this Mreement and the 
charges billed for Sewices rendend hereunder, including, 
but not limited to, wage rates, detaib d utpensct incurred 
and time records, provided such audits arc e0nduct.d 
during normal business hWrS and USWC k given thirty 
(30) calendar days written notice. Such books and records 
shall be kept in a timely and accurate manncr and In 
accordance with Generally Accepted kcbunting Principles 

Artrde 27 - 
to 

(-PI. 

This Agreement, including Its Exhibits, ConstiMCo the 
entire Agreement between the parties and supemdes all 
pnor agreements, representations, negotiations, 
statements or proposals related to the subject hand. 

The headings of sections and clauses are imarted for 
convenience only and am not intondad to rffoct tha 
meaning or interpretation of this Agreement. 

Artidc 29 
~ ~ B E t U E F I C I A l W  

Nothing in this Agreement is intankd to QMtb any rights 
in a third-party knetlclary. 

Am& 30 
ARlLIATE 

For purpoocr of thh Agreement, (mAIWlate”) means any 
entity whkh directly or indirectly through one or m01h 
intermediaries, controk, or k eontded by, or is under 
COmmOn control with dthe pa- hereto. Forth. 
purpwc d this Agreement, ‘contror means (1) in the case 
of corporate cntlbkr, dhct or indlract ownership of mors 
than ten percent, and (11) in the case of non-awpome 
entities, d i e  or indirect owncrrhio of mom than tm 
pucant. 

Arwk 31 sEYlmmm 

Any term or provkion of this Agreement whkh k held to 
be Invalid, void, unenforceable or 

provisknr, whkh will m l n  in full force and r(lcct, 
comlstant with the *insl lntad d the parDkr, nowever, 
If such provkkn is an essential tkmnrt d the Agrement, 
the partlcrshall promptlyattemptto negotiate a subdWtm 
thardon, 

will In no way 
-affect, mpar or InvalMate the remalning n m  or 

-32 
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Either party may c a d  thk Agreement and/or any Order 
(s). in whole or part, withouaWlity, by giving written 
notice of breach or default fRh other (1) becomes 
insolvent, una& to p~ly debts whcn due, or thc! SubJact d 
bankruptcy proceedlngs not terminated within thltty (30) 
days of any filing; or makes a general assignment for the 
benefit of crediton; or I f  a receiver is appointed for 
substantlally all of its property; or (2) matenally brcacnes 
or defaults on its obligations under thk Agreement and, If 
the breach or default can be cured, fails to cum the breach 
or default within thirty (30) days after receipt of writtm 
notlce to cure; or (3) cwnmlts breaches on obligations 
other than payment, repetitively, or at least three separate 
signlticant ti- within any four-month period. Customer 
may cancel any Order@] In whdc or in p a r t 8  without 
liability, if USWC falls to Deliver conforming Secviar wrd.r 
that order gn time. 

If Services are being provided, USWLO shall have the Mht 
to take over and campkte the Senrimk at USWCk 
wpcnrc. 

If USWU) cancets thts Agreement and/or any Order(r) for 
USWC's default or breach, it shall be entitkd to recover 
from uSWC ail iossk,  damages and expenses Incurred as 
a result of USWC's default or breach. USWC shall refund to 
uSWD amounts prevloudy paid for Sewices w h i i ,  due to 
such cancellation, cannot reasonably be used by UswU), 
and shall bear all expenses tor mew nmoval ana return. 
uSWC shall, at USWLD's option, promptly remove Senrkas 
or bear the cost of removal. USWC shan restore or bear 
the expenses of restoratton of USWLD's p r o m  to its 
odgliml condition at the dhection of USWID a d  refund tr, 
uSWW all monks previously paid for such Services. 

I f  USwC cancds this Agreement and/or any Order@) for 

reasonable expenses Incurred as a dkcct result d UsWLoL 
default or hach,  whkh shall not exceed the amounts 
whlch uSwLD has not yet paM under the tcmg hereof. 
USWLD.shall not be liable fat incidental, consequcn~al or 
indirect damages, incfudlng but not limited to last protrss 
01 ~ ~ 1 b t . d  overhead. 

USWID'S dd8uk o* bmch, it nUy ruover tram UswLb 

Artlda 33 
T Y  A- 

ThctcnnUSWCasuKdherainmaybeappllcaMatoonr 
or m e  partks and the rlngubr rhrll include the plml. If 
more than one party k referred to as USWC herein, then 
their obligations and liabilities shall k several, not joint. 
Notwlthktandlng the foregdng, all Sewices under thb 
AgreamQnt and/or related rgroomontc shall k cumulrthn 
for purposes d determining: (1) wkther USWC has met 
any rninknum purchase requirements; (2) credits which 
m y  be applkable; (3) USWCs forecasts; (4) th. bevel of 
dlrcwnt, H any, whkh shall aoplv to m y  Sanrkar. 

IN WITNESS WHEREOf, th. partkt hereto haw caused 
this Agreement to be exccuted by their duly authorizrd 
repnrontatives as ob the day and yaar first written above. 

a 

6/2/01 



U S WEST Long Distance, 
Inc. Inc 

U S WEST Communications, - - 
Kathv.R.SteDhcm - 
Namt Printed or Typed 

YKLeawm 
Title 

Signature SbMhrm 

Name Prlnted or Typed 

4-21-98 
DO* 

8-15-98 
DDtC 

Copyright 8 2001 West Communicatlons Intematbml Inc. All Riphts Reserved I Legal Notkes I Privacy Policy 

Qwcrt cannot provide i n t c M T A  long distance sewice WlgiMtng, intcrUTA 8XX servlcc tenninahnp; or interUTA prtvate line or data drnjtr m 
either end in the states ol AZ, CO. ID, 1A. MN, PIT, NE, NM, NO. OR, SO, UT, WA, and WY. Qwest provide Intwnet #MCC) in these states in 
con]unction wlth a separately billed, required Global Senice Provider (GSP). 

* 

. .  
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Wodc Ord.r PEL0069 

WORK ORDER 
Thk Work Order is issued pursuant to 4recmant No. ARM001 
Exhibit 0, dated the 1st day of Awl 1996, bY and bchwcao 
u s WEST Long Distance, Inc. (hareinsttar "USWLD") and 
u s WEST Communications, Inc.,(hon(naftor 'USWC). 

The pattkubr t m  and md/UQ(IS of the Work Order are as follows: 

1. Desaiptlon/Locatlon of sarvke/s Requcstcd: 
USWC shall providt Integrated OfRce Wv#onr ('10s") to USWLD 
as Wblkws: 
Document Reproduction 

An COWiM, clcctronk printing, cdor copying and printing. Manam 
walk-up COQkrr and fax machhar. 

Document Dirblbutkn 

Mall mom, fmlght, mall meterhg and related smIccs. 

2. Dates of Commencement and Compietkm d SCrvWs 
Requested: 

4. Unit and Price per Unit for Requested Sentice/$ (1ncludcVouchar 
Losdings, Forecasted Usage, a d  Estimated Costs, If known.) 
Actual billlng w l l  be In acEMdalloe with Kx rules and IWulatlanO. 

I 

6/2/01 
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5. mng -dogyr 

x hrllvobtrlbutedcaat 
Prevailing Compny Rat. 
Tarifr Rata 
OthU 

AFFlUATE: 
u E WEST Lana 
Dl- X n C  
By:Kevin P. Phclpa 
Mnted Name:Kevin 
P. Phalp. 

Mk: Dimtor  - 
Date: 12/28/99 Data:l2/lO/W@ 

U 5 WEST Communications, I n c  
By: John J. Hitton 

Printed Name: 3ohn J. Nllton 

litk: D i m t w  - P m m  flnancs 

copyright Q Mol Qwest Communications 1ntemaUonal Inc All Rig- Resewed I Legal woblces I prfvaq policy 

Qvcest cannot provide htCrlrrTA loop distance m c e  originating, interUTA 8xx KWIC. termlnnung; or intarv\TA privam lim or data drcults m 
&her end in the staces of AZ, CO. 10, IA, MN, MT, NE, NH, NO, OR, SO. UT, WA, and WY. Qrrcrt p r ~ v i d a  Internet rerviccS In thCot Ma in 
c0njunMon mth a separately hued, rrqu*.d Global Service Provider (GSP). 
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Affiliate Transactions 

Public Policy 

Affiliate Tnnsactknr 

Overview 

Posttng Procaures 

Current Transactions 

Posting Summary 

' Tariff Rated k r v i c u  

Tumin8t.d 
transactions 

Certification 
Stahmrnt 

' written copies 

* .. . 

Qwest Long Distance 
Section 272 Affiliate Transactions 

Amendment One to Work Order - Integrated Offlea SolUtbnS lrpSLDod9 

This Amendment One is made a part d the Work Order - Integrated OtRCt 
Solutions W1PSLD069, dated December 30,1999, by and ktwem USWEST 

(hereinafter "USWU)"), USWC and USWU) may individually be referred to as 
'Party" or together as 'Parties'. 

(hereinafter "USWC') and . .  

WHEREAS, the p a r t i i  entered in to Agreement AR960001, and pursuant to 
Exhibit G, Work Order - Integrated oflicc! Sdutknr tPSL0069, the panics d d n  
to mise the pmvlckm of the work o w .  

A. Thk Amendment Is epfKthn Novlcmkt 1, Moo. 
8. The Parties to thk Amendment hereby a g m  that effedvo 

November 1,2000, the following additions to the Work Order rh8ll 
eeincltcd: . 
Attachment 1 b changed to reflect the fdlowfng pricing Inibnnat&n: 
"selvia ASFU roe corl 

CantnUzad Raproa~aQhia BRAS101 $0.0323 par copl 

-RcpmgwhiCo BRAS101 $0.3538 pcrc001 
Walk-up ReproOrrrphia BRAS~OS $ a.69 per em&r 
M W u n d b n  Repro ' BRAS101 $1.24 per emMr 
Mall krvK# BRAS101 $10.41 per emW1 
pprt.gl M i 0 1  $4.29 pa empllt 

Meeting sarvm BRAS101 $l.OIperwnpl/r 

IN W I T N C U  WHLRIOF, each of tho Partlac has c a d  thk 
Amendmant to be duly executed for and on its b e h R  on aw aav a m  

6/2/01 
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I year i d h a t a d  Mow. 

- 
Printed Name 
- 
Printed Name 

Title 

o3/08/01 
Date 

tule 

Q3fWQl 
Date 

Q 2'wi west Communications xnternationa~ IIU. AII Rlpha R-UI I i.ega~ wotices I privacy policy 

! U T A  long distance service originating. lnbrLATA 8XX service terminating; or lnterUTA private line or data circuits witl 
I u!co.  ID, IA, MN. HT, NE, NU, NO, OR, SD, UT, wh. anti WY. Qrmt provides Internet ~ n i c c s  in chars states in 
tek bilkl, required Global Sewla Provider (GSP). 
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Qwest Communications Corporation 
Section 272 Affiliate Transactions 

Scction 272 of the TakcommuJcatiacM k t  of 1996 
requires that transactbns between a 8all Operating 
Company (6%) and its kctron 272 amlbte must k 

Qwest Gnpor8tion, lnc. (fame* u s WEST 

.reduced to wnting end ovoikbk la pauC inapcctian’. 

Communications, I n c )  is a BOC as defined by kction 
272. West Communications boomion  is its SectIan 
272 alRLtr as d lanwry 2001. TMr web s b  lndudrr 
the transactkns between Qwart corporatkn and Qw& 
Comnwnkations forporatlon. Prier to January 2001, 
QmrrLong Dlstanca opmted as the SICtkn 272 
8- 
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Qw est Communications Corpora tion 
S d o n  272 Affiliate Transactions 

Dcp. mfa mts 

MSA Mart@# serVi#s AgreemCnt January 19,2001 

Work Ordcr Access to Mineral Lab J a n w  1,2000 

Amendment One to Work Order A- to Mlncral Lab 
Amendment Two to Work order Access to Mineral Lab 

Work order Blll Printing R Procascing s.pc.mber 1,2000 

Work order c o ~ e n c e c e n t u  December 12,2000 

Amendment One to Work 0- Correspondence Cerlicr 

Work order Discounts for USAC h n w y  1,2001 

January 1,2001 

July 1,2000 

Work order SBCLC channel fuming JamJay 1, Mol 

Ammdment One to Work order s86c Channel Planning 
Amendment TWO tr, Work ordat SBbC Channd Nming 

wakordcr S h a d  Space 8 Furniture Rental January 1,2001 

I 



Amendment Onc to Work Ordcr S h a d  Sp8c8 Q Furniture M I  

work order Tariff support services March 3,2001 

Work order Voice Over IP Ausust 1,2OOo 

Equipment March 1,2001 
Asset Tr&sfer Transfer af Desktop Computer 

SA Senfices Agreement January 19,2001 

Task Order Flnandal Servlces June 30,2000 

Task Order Lease of Fiber Opt& Lines Mardr 1,2001 

Task order Use of lest Equlpment July 1, Moo 
Asset Transfer Transfer of Desktop Computer hrch  1,2001 

Equipment 

Note: Work Orders are prepared when product$, Informatloft, of sewlees am 
provided from West Corporation (Regulated) to Qwcrt Communications 
Corporation, the Section 272 organization (Unregulated). Task Ordcrs a n  
prepared when West Communications Corporation provides products, 
information, or r 0 ~ v k . r  to Qwert 

CopyrlpM 0 2001 Q w a t  Communiatlons Intc7naclonrl Inc. All Rlghb Rcravcd I Legal N o k c s  I macy pdky 

west cannot provide I n t c r U i A  bng dlstance sewlce orlglnrting. i n t W 1 A  BXX nervke terminating; 01 InterUTA prhrate (im 01 data clreuftr Wn 
**rend in the stam of AZ, 0. IO. IA, MN, MT, NE, NM. ND. OR. SO, UT, WA, and WY. Qwat provides Internet sewices in thew! states tn 
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Qwest Communications Corporation 
Section 272 AffIliab Transactions 

MASTER SERVICES AGREEMENT 

B R m W  

Q W m  CORPORATION 

AND 

Q W E n  COMMUNIURONS CORPORATION 

T A B U  OF CONTENTS 

nRRcLE1 SuIvICes 

ARTICLE 2 TERM 

ARTICLE 3 BSUNC 

ARllCLE 4 INDEPENDENT CONTRAcroRs 

ARTICU S PROPRXElARY INFORMATION 

ARTIaE 6 INDEMNIFICATION 

ARTICE 7 UMKATION OF UmBUlTy 

ARTIQE 8 REGUIATORY SUPPORT 

ARlXLE9COMPWKEWrrnUWS 

I 
I 

I 
t I 

4 

0 

6/2/01 



Task Order - Lease of 
baroptkunes Y ask Order - Use of 

M-R SERVICES A G R E E Y W  

QW- CORPORATIOW 

AND 

QWEST COMMUNXCATXONS CORPORATION 
Test Equipment 

MIS AGREEMENT is made as of the first day of Januay, 2001 by and Between: 

west Corporaldon (hereinafter "Qwest cwp') and: 

Qwest Communications Carporstlon (hereinafter 'QCC") 

m prtks aQm as folkm: 

ARTICLE1 . 

A. Qwest Corp agrees to pmvlde services ('Services'') to QCC as documented in 
a Work Order (incorporated herein as Exhibit A), and QCC agrees tu pay for 
these services consistent with the Work Order. 

8. The Work Order shall include at a minhrmm the folbwing intormatlon: 

- Dates of Commencement and Completion of Sewke/s Requested 

- Units and m e  per UnL br  Rcqwncd ServlWs 

. . .. * .  .. . . .  

1 R;k 'Agmni;cMi)iin bCc0;ne crtcaik as of ~aiwary 19,2001 and wiu remain in 
full force and effect until either party provides sixty (60) calendar days written 
notice of tefminrtion to the other party. If this &reement is terminated prior to the 
compiec~ d any ServIccs, QCC shaU pay l'or ail charges blucrd and owing to Q w s t  
Corp for Services performed up to and including the date of termination, prwkbd 
Services pcrfwmrd am in accordance wkh the terms and condltionr d thk 
Agreement. Qwest Gorp shall complete any such work in progress prlor to the 
tcmir#tion a5 the Agmement, and Qwart Corp .k.l perform such rervkes In 

; t p . J h v w w . q ~ s t c ~ a ~ ~ ~ ~ f ~ q ~ A a c c ~ ~  6/2/01 
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o c c o r d ~ ~  with the tcnno and condit&na d thb Agrpmment. 

ARTICLE 3 

A. Qwest Qrp shall submit invoices to QCC for Sewices pmvldcd In accordance 
with the terms and conditions of this Agreement on a monthly bash unless 
otherwise specified in the Work Order. QCC shall nobily Qwcst Corp ot the 
address to which invoices %re to be sent. 

9. Invoices shall lndude the Following blning intormation as a minimum: 

1. Invokenumber 
2. Paymewdwdate 
3. Datedsorvke 
4. Descriptionofcharges 
5. Applicabktawz 
6. Totalchargc 

ARTICLE 4 

Qwest Corp hereby declares and agrees that It is engaged in an independent 
business and will perform its obligations under this Agreement as an independent 
contractor and not as the agent or employee of QCC; that Qwcst Corp does not 
hove the authority to act for Qcc or to blnd QCC in any nspmd whatsomvor, or to 
hcur any debts or liabilities in the name of or on behalf d QCC; wt any persons 
pmvidd by Qwest Corp shell be solely the employees w agwm d Qwast Corp 
under its sole and exclusive direction and control. Qwest Corp and its CmprOVnr or 
agenk am not entitlad tD QCCs unemployment insurance benefM as % result d 
performing under this Agreement. Qwest Cow shall be solely nsponslbh fa all 
matterr relating to payment of Its empioyees and agents, indudhg compliance with 
worker's compensation, unemployment, disability i m ~ n c &  social secwity 
withholding, and all other federal, state and local, rules and regulations. Qwest 
Corp shall indemnify and hold QCC harmless from any muses OC actlon artrlng out 
of Qwest Corp's liability to Its employees or agents. 

ARTZCU! I 

Sol+ fw tha purposes d providing S C w b  under thk Agreement, ma& party 
grants to the other a nonexdusive, nontransferable to use Information 
provided by the other. Neither party shall publish, circulate, or othuwirc dktribut. 
or dbckrc any such information that is markcd pmprietaw or conlldcmirl to m y  
third party other than its affiliates and its consultants who haw executed 8 
confidentiality agreement unless and until (1) the orlginal dindoesing party has 
consented to such dircbsun a d  such thlrd party executes a mMentbHty 
agreement containing terms substantially simltar 0 the ones contained in Ws 
Agreement, (2) such information has come into the public domaln thmugh no fault' 
of QCC or Q m a  Corp, (3) such infomamn 13 othetwtse In me p o s ~ g w  of QCC 
or Q w m  Corp hpe of any obligation of confidentiality, or.(4).such party is requid. 
todo so by regubtory mandate. 

Any thid party infomurtbn provided by QCX or West Gorp to the other party shall 
be deemed QCC or Q w u t  corp information according to b source and shall k 

rdingly. If such Informatlan is subject to a separate agreement wlth 8 
he party receiving infonnatlon agrees to hold and use the lntonnatkn 
d a m  with the separate agreement, prwldld It has Icnowledge of the 



.- 

A. Qwest Corp shall indemnify and hold harmless QCC, b owners, parents, 
subsidisria, smllater, egents, directors and employees against dl U.bilibi.r 
to the extent they arise from or in connection with: (1) the fault or 
negligence of Qwest Gorp, Its officc~, employees, agents, subantraa#s 
and/or repnsentatlves; and/or (2) the furnishing, performance or use of m y  
Sarvim under this Agreement or m y  product liability daims relaUng to any 
SetVicCS; and/or (3) failure by Qwest COW, i& OfficcK, WllpbVeer, a*&, 
subcontractors and/or representatives to comply with the Mkle entitled 
.Compllaw with Laws;' and/or (4) assertions under workers' c o ~ n s a t k n  
or similar employee benefit acto by Qwest Corp or its einpioym, agents, 
subcontractom, or subcontractors' employee or agents. 

6. QCC shall hdernnWy and W harmless Qmb;c cap, U owners, parents, 
subsidiaries, affiliates, agents, directon and employees against all Uabliitko 
to the extent they arise from or in connection with: (1) the fault w 
negligence of QCC its offkers, employees, agents, subcontwtom and/or 
representatives; and/or (2) the furnishing, performance or use of any 
Services under this Agreement or any product IiabiJity drims relating to any 
Services; and/or (3) failure by QCC, its offiiers, employees, agents, 
subcontractors and/or representatives to cornpry with the Artwe entitkd 
'Compliance with Laws," and/or (4) assertbns under workem' compensation 
or similar employee benefit acto by QCC or ik employees, agents, 
subcontractors, or suDconmctorr* m@oyees or agents. 

ARTICLE 7 

P 

Neither party is liable to the other for Conzequentbl, inddmtal, indirect, punithre or 
special damages. including commercial loss and loss grofib, however caused and 
regardless of legal theory or tareJeeaMlity, directly or indirectly arising under this 
Agreement. Notwlthstanding the foregoing, the parties are ita#. in accordance with 
the provisions of this Agreement and this IlmHatkn of lability shall not apply to the 
indemnification obligations under thk Agkement. 

ARmCU 8 

-LATORY SUPPORT 

This agreement shall comply with ail state statutes and regulations, and Qwest 
Corp shall bear the financki risk H it does not. The parties agree that to the extent 
Qwest Corp is under the regubtian d federal or state agencies, QCC wiw orovlde 
coopcratlocl and ruppocl for Qwest Cows respoaw to regulatory I n q W  or 
discovery request$ concerning this Ag9rramant or relrlkmhtps derlvrd from thb 

. Ap- 

. .  ARTICLE9 - .  

A. The parties shall obtain and maintain at its own expense all -its and 
licenses md pay rU fees rcqukcd by b w  with respectto any Sewkesand/or 
performance of thls Agreement. The parues shall, in consctkn with 
yrformnnce d and Savkca undar thb comply with aI 

r t p : / / w w w . q ~ ~ c c a n l a b o u t / p o l i c y / d o c d  6/2/03 

. .  
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appllcabl federal, state, and local lam, ordinances, rules, regubekwrs, court 
orders, and governmental or regulatory agency orders (.Lawsm), including, 
without Iimitatkn: 

1. The Communmrlons Act of 1934, as amended and ell rules, 
regulations and orders issued In connection with that Act and thlo 
Agreement shall, to the greatest extent possible, be construed to be 
consistent with the same. 

2. Laws relating to non-discrimination In employment, fair employment 
practices, equal employment opportunity, employment opportunities 
for veterans, non-segregated facilities, and/or mpkyment of the 
Jiuabbd, ucept to the extent a party is exempt t h e m  and the 
Laws and contract d a m  required by t h  Laws to be macle a Part 
of this Agreement are incorporated herein by this reference. 

3. Thc Lam to In chc ArtlCk mtltlad 7ndap.ndent C t M t W e .  

8. Qwest Corp acknowledges that Puehase(r) and/or Confldentilll Information 
("Exports") may be subject to U.S. and applkabk foreign export law or 
regulations. Qwczt cor0 shall perform its obligations under thls Agreement In 
a manner consistent with the requirements of all applieahk U.S. and all 
appikabk foreign laws and regulations, includlng the US. export laws and 
regulations, the Foreign Corrupt Prsctkes Act, and antl-boycott lam, and 
US. expurl laws and regulations prohibiting the unauthorlnd export or re- 
export of certain items to residents of countries listed in US. Export 
Administration Regulatbns. 

C lne requirements of mls ~rtm shall survlve the urplratbn, tnmimtkn or 
cancelation of this Agreement. All provlsiont of this Art- shall ab0 apply to 
all subcontractom, and stmibr terms shall be included In all Qwest Gorp's 
contraetr wlth wkontr#t#5. 

ARTICLE 10 

I!wzKEa 
W h e n  written nobias, demands, or other communications are required under this 
Agreement, they shall be deemed duly given when made in wriblng and delivered to 
the other party's address listed below. Addresses may be changed by wriCtan natke 
to the other party. NoUar shall be dellwred by hand, overnlght courier sentlee Or 
cerlHLcd mall, return receipt requested. N o t b t i o n  will be deemed to have taken 
place upon delivery, If delivery io by hand, overnight courier servke or FNQ (5) 
calendar days after porting If sent by ceNlkd mail. 

QwcrtCommunkatknsCoqmratbn QwcrtCor~omtign 
Attention: contract Manager Attan-: C o n M S p d d h t  
contiact Development 8l sewices 
7800 East Orchard Road, Suite 250 
E m k ~ ~ d ,  CO 80111-2526 

Contract Development b Services 
7800 East Orchud Road, S u b  ZH) 
E n g M ,  to 8011l-Zub 

ARTICLE 1% - 
A. Any dah, controwrsy w dispute whkh arbcs betwefm the parties, thdr 

agents, employees, offken, directors or affil itm ("Dbputr') whkh the 
paw are unabk to settle through consultation and nagotlath may be 
mediated under the Gnnmerdal Mediation Ruks of the American A r b l t n t b n  
Arsociatkn (!!A&Y!) by a mutuallv acceptable mcdtmr. w Omum Wnm 

! 

I 

I 



.- 
cannot be rasdvul through negatiation M mdiatlc~n st1811 be rapdyad by 
binding arbitretion as provlded in this Article. The arbitrabliity of clahns shall 
be determined under the Federal Arbitration Act, 9 USC Sets. 1-16. 
Notwlthstandurg the fwtpainq, tht p~irt&$ mqtkpn~d OT cennin8k this 
Aoreemmt in accordancmyith its terms and conditbns without king 
requlred to follow the praeeduns set forth In thls Article. 

6. A single arbftrator engaged in the pradce of law, who is knoWledgeSbk 
about the subiect matter of this Agreement and the matter In Dispute, shall 
conduct the arbltration under the rules of the AAA then in effect, except as 
othemlse provided herein. The arbitrator shall be sekcted in acCOrdsftCe 
wlth A M  procedures from a list of qualified people mamtained by the AM. 
The arbitration shall be conducted in Denver, Colorado, and all expedlted 
pracedurct prexribed by the AAA rules shall apply. The bws of Colocado 
shall govern me construction and Interpretam d thls Agmmccrt. The 
arbitratod Uecoion and a w d  shall k final, ooncluSiw and binding, and 
judgment m y  be entered upon It in accwdz)nce with applicable taw In any 
C W r t  MVtng JUclEdKtKwl Vnm. 

C. Either party may request from the arMtratM injunctive relief to maintatn the 
status quo unUl such time as the arbitration award Is rendered or the Dispute 
is otherwise resotved. me amitrator shall not nave aummy to awam 
punitive damages. Each party shall bear Its own costs and attorneys' tccS, 
and the parties shall share equally the fees and expenses d the mediator 
and arbitrator. 

0. If any party f i la  a judkiat or administrative action aucctlng claimr subject 
to arbitratiocr, as prescribed hemin, and another paw successfully stays 
such action and/or compels arbitratlon of said claim, the party filhq said 
acoon shall pay the other party's costs and expenses incurrad In seem 
such stay and/or compelling arbitration, Including masonable attorneys' fees. 

E. Qwest Corp agms that In the event of any Dispute between the parties, It 
will contlnue to prwtde serv~cs without clrempcm. 

ARTICLE 12 

Any tann or provbkm.ob thk Agreement whWl k held to be Invalid, W, 
unenforceabie or llleaal wUl in no way affect, imoalr or invalidate the remaining 
tern or pmvisiont, whkh will remain h full force and effect, consistent wkh the 
orlglnal intent of the partlar. However, if such provirkn is an essentirl elammt d 
the Agreement, the parties shall promptly attempt to negotiate a substIt& 
themfom. 

SUMMARY O f  AFFILIATE TRANSACnONS 

l a 
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For wrvlctr provlded or assets t r a n s f e d  t o -  - Q ! i  

Is the Qwest aMllate 8 Section 272 sub8ldi.y: - 
Description of krvkes Prov1d.d or Aa6ets ?randemodl 

Effective Data: 

Estimated Annual Revenues/Expemes to Q w e ~ t  Cofporation or Crou Bod< 
Value, listed by Primay USOA Account: 

Amount: &count: 

$ 

,from, 

1ermIn.tion D8to (if applbbk): 

Methodolopy d Auignhg Qweat RavanueS/~pcn8a8 to the St.tOm 

Standad company pnuater 

Other (Pkase explain below and specify the peren- assigned to each state.) 

Assets transferred at h lghcror  lower o f  net book vdua or fair 
V81U8. 

Net boa& Wlw by stat.: $ 

Fak martcot value by ct.t.: $ 

Expected Prklna Methodology for Sewkea: 

- n M  

-Rates in publicly filed agmmentr submitted I (I state annmlsdon pursuant to 
sectbn 252(a) 

M I l n g  c o m p l y  

Higher of Fully DlsWbuted Cast or Fair Market VIlW 

L o w e r  of Fully Dlstrikrtad Cost or FJr Market Value 

For Transsctione with Section 272 Subsidkrks, Phu Rev#. tho Wlowkrg 
Infofmatksl: 

SaKiSl: 

P: 

7: 
sce 8ddendumt#thr.eourl prkas cham. 

6No1 



Qwest Corporation 
signed: SlgMd: 
Printed Name! PrhrtedNamc: e- 
nHc: TILlc: 
Date: Date: 

Name of west Affilbk: 

copyrtght 0 2001 Quest Communhtlons IntHnaUonal I n c  All RlgMs Rtserved I Legal Notkcs I P r k u y  Pdlcy 

west cannot provide interUTA knq distance senrice originating, intcn*TA 8XX service teminatlng; w interUTA private I Ine  or data drcwts wiU 
?ither end in the nates of Ai!, CO, 10. IA.  m, MT, NE, NM, NO, OR, SO, UT, WA, and WY. Qrvest provides Internet senKes in these states in 
:onjunctbn wkh a xpwatdy biHed, required Global Scrvlce RwMcr (CSP). 



. j i  1 

\bojlt hwe 
I I  . . A t  _. -. - 

C O M W  INFORMA1 

1 ’ 1  

! I  I 

/ 
Qwest *“ =k 

Qwest Communications Corporation 
Section 272 Affiliate Transactions 

SUMMARY OF AFFILIATE TRANSACnONS 

lyQBmmm 

For sewices provided: from Qwest Corporation to Qnmt 
Communications Corp, a west atfibta. 
Is the Qwest aftiiiata a Section 272 sub.idi8ry: Yes 

Description of Sewices kavklad : 
HR System Support - Provide information and SumM InattCt expcrthc On 
Qwest Corp. HR systems, coordinate/dcvcbp and maintaln program. Rev& 
and update programs. Develop programs to translate InfoMUon into nquind 
fwmrt, 

Effedivo Date: January 1,2001 
Termination 0.k (if rppliabk): 

Estimated Annu81 Revanues/Expenses to Qwe8t COrporrtiOn or Grow 
Book Value, listed by Primry USOA Account: 
Amount. Aacwnt: 
$6O,ooO 5250 

Hethoddogy of Assi@nlng Qwest RawnuedExpense8 0 th. St.t..: [Xl 
Standard ccmprny pnuatas 
[ ] Other (Please explain k k w  and sperHy thr percentage assigned to each 
st8te.) 

I Fa Transactkns with Section 272 Subsidiaries, plcssa Provide the Folkwlng 



-1-10 
7- 

prklna: : See Addendun A 
Approwd BY: 
QwastCorponrtkn 

signed: Slgned: 
Pnnted Name: Printed Name: &&~ULIJIJ 
Title: rontrdlw Title! 
Date: 031w01 Date: OUZUOl 

t -vel of FwDMIse: : Managemem & Uerka! 
Daily 

Name of Qwed AMlbte: om# 
Communkations Carp 

-1 

Prldng Addendum 

Copyrtghc 0 2001 Qwest tommunlcatlons lnternatlonal Inc. All Rights kserved I Legal N m e s  I Privacy P o k y  

?west cannot PIOVM~ l n t e M T A  bng dtstrnce service originating. interUTA 8XX service tenninattng; or InterUTA private line or cta c i r ~ ~ f n ;  H t  
zither md in the stater d AZ, CO, ID. IA. MN, HT. NE, NM, ND, OR. SD, UT. WA, and WY. Qwest pravidez i m e t  ren(m In t h w  
m~unCtlOn with a sepclratdy biW, required GbW Scrvicc Pmvkkr (GSP). 

in 



Qwest Communicatlons Corporation 
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Test Epulpment 

priv#y P o k y  

ne%l cdr iw l  vuvide I n t r i U T A  knp dlroncc aecnice orlgl~Nng, i n t e M T A  BXX SCWICC tcmtnottng; or IntcrlAlA m a c e  lkn w data circuits wit1 
ther end n the scates of AZ, CO, 10. IA, MN, MT. NE, NH, NO, OR, SD, UT, WA, and WY. west pmvida, In te rn  senices In these states in 
mjunctbn with a rcparatdy billed, required Cl0b.l krvua Pmvldcr (GSP). 

Legal Notices 
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Qwest Communications Corporation 
Section 272 Affiliate Transactions 

SUMMARY OF AFFILIATE TRANSACTIONS 

v - 
I 

For services provided: from Qwest Corporation to Qwae 
Communicatlons Corp, a Qwst affiii.t.. 
Is the Qwart affiliate a Section 272 8ubddhryt Yes 

Description of Servke8 Provided or A I s a r  TnnsfQmd: : QweSt 
Resources, Inc., working on behalf of Qwest Corporation will arrange for tha 
leasing of office space and rental furniture tot Qwrst Communkatiorr 
Corporation. Leases wlll be prked at the higher d Fully Distributed Cost or Fair 
Maria Value. 

Effective Dab: Imnuay 1,2001 
lermlnatlon Datm (I applkabk): 

Estimated Annual Revenues/Expcnses to West Corporation or Qmu 
Book Value, listed by Prhnrry USOA Ascount: 
Amount: Aaouw 
$3#444,877 5250.1 

Methodology of Assigning Qwest Revenues/Oxp.Nar to the St8tes [ 1 
Standard company pmntes 
[XI Other (Pkase explain below and specify the percentage assignad to each 
-1 
Revenutrm assigned basedm the kcrbkr, ofthe proOcrty. 

Arrratr tr8n.fcrrccd .t 
Net boo& value by staw 1 
F*IVbMWtWhbyStUW$ 

d n8t book value or hb V d W  N/A 

Exvectad Pridng Methodolow for Servk..: Higher OC FDC or FHV 



. 
lasit order - Financial 
Services Llnes 

P. 

Test Equipment Name of Qwest Affiliate: Qwcst 
communicr(knr cam 

Slgned: A. Schu macbey signed: ludt t tu&tin9 
Printed N%: W A. Schumacher Printed Name: 
Title: Contmller Title: E x m a D L n c t w  
batc Q U X Q I  Date: 03/16/01 

Comnuntr: 

Pricing Addendum 

Copyfight 0 2001 Qwest Communications Intcmatlonal !ne. AH R l g t s  Reserved I Legal NotWs I Mvscy POIICY 
Nest cannot provide interlATA long distance sed@ originatlng, MtWTA 8XX Sorwe terminating; or InCerUTA private line of dma circuits wit1 
JMCr cn6 M the Sates of A t ,  CO, W ,  U, MN, MT, NE, NU, ND, OR, %. UT, WA, and WY. QMIt provides lnumet 
:onjunction with a sepwatcly btllcd, rcqulrrd Gbbal Service Providor (WP). 

in these states in 

6/2/03 
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Qwest Communications Corporation 
Section 272 Affiliate Transactions 

LaeatiMl 
1801 Califomin St, Denver, CO 
147s lawrenae. Denver. co 
600 S t h m  M., New Brighton, HN 
1201 Farrmrn, Omaha, NE 

250 Bell Pba,  Wt Cake City, ut 
1600 - 7th, wttk, WA 

400 n-, ~lbuq~arqu~,  NM 

lacaual 
All locations are b W  same rate 

-- 
$36.73 
S23.7S 
$20.44 
$33.24 
$12.50 
$18.00 
$28.00 

Method 
FMV 
FMV 
FMV 
FMV 
FDC 
FDC 
FDC 

-- Methad 
$2.64 FMV 

6/2/01 
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. ServkesLim 
e -  

Test Equipment 

Copyright 0 ZOOS Qwest Communkatknr lntwnatlonrl I n c  All Rights Resmed I Legal Notices I Privacy Poky 

west cannot provide intcrUTA long distance xrvlce Wiptnatiyl. mterlATA 8XX service tetmlnstlng; or intnUTA p m a P  line or data urcuits wltl 
i tkr  end n thc statcs of AZ, CO, IO, IA. MN, Mi, NE, NM, NO, OR, SD, UT, WA, and WY. pWat provMcs Internet scrvKes In these states m 
lnjUnaion wWI d SW&rdtC& btllcd, rCqUlrcd U&l ScrVrca Pmvid.r (GSP). 





Denver, Colorado 
@ June4,2001 

TO 
Afshin Mohebbi 
Joel Arnold 
James Becker 
Gregory M. Casey 
Jeff Clark 
Christopher B.Coles 
Augustine Cruciotti 
R. Steven Davis 

Mark Evans AI-Noor Ramji 
Bill Eveleth Mark Schumacher 
Bill Felix James A. Smith 
Grant Graham Robin R. Szeliga 
Tom Hall Drakc S. Tempest 
Clifford S. Holtz John Troka 
Annette Jacobs Ian V. Ziskin 
Mike Penlsse 

As we continue the regulatory process to reenter the long distance market we request 
your continued focus on two critical activities: 

1) Transactions between the regulated BOC (Qwest corporation) and the 272 
subsidiary (Qwest Communications Corporation) must be at arm’s length, 
reduced to writing and posted to the Internet within 10 days. (Section 272 
O(5)) 

subsidiary must be provided to third parties at the same rates, terms, and 
conditiuns. (Sation 272(c) Nunrlimimination) 

2) Goods, services, facilities and information that are provided to the 2’72 

Qwest is and will continue to be under intense external scrutiny regarding its compliance 
with these legal requirements. It is critical that all affiliate transactions follow the above 
guidelines, be billed accurately and timely, and payment processtd promptly. 

To assist in the necessary complction of these activities, would you please remind your 
managers of these  le^ and requirements as stated in Section 272 of the 
Telecommunications Act and in FCC orders. Also emphasize the critical importmcc of 
timeliness in preparation of agreements, pricing, posting, billing accuracy and procasing. 
This communication will help in ensuring compliance with F4X regulations and avoid 
the risk of noncompliance that c8n occur. 

* 

Your assistance in disseminating this information to your employes is appreciated. 
-w 

99s- 

A. 

Judy Brunsting 
Senior Director 
Business Development 

0 

Sham oilman 
Executive Vice Residutt 
Global products and SolutionS 
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In the Matta of U S WEST Cmnmuoications, h . ' s  

Section 271 Roctss 
Motion for an Alternative Procedure to Manage the 

WRE: 1 
) DocKETNo.lNum2 

US WESTCOMIMIJMCA~NS, INe. 

DEPARTMENT OF PUBLIC SERVICE REGULATION 
BEFORE THE PUBLIC SERVICE COMMISSION 

OF TEE STATE OF MONTANA 

IN THE MATTER OF the Invcstigstian Into 
u s WEST ~mmicatioM Inc.'s corllpliana with 

1 
Section 271 of the Telecomrmrm 'cations Act of 1996 ) Docket No. D2000.5.70 

a 

BEFORE TEE NEW MEXICO PUBLIC REGULATION COMMISSION 

INTBEMA'ITER W U S  WEST 

271 APPLICATION AND MoTloN FOR 
ALTERNATIVE PROCEDURE TO uflouTyCASEN0.3269 
MANAGE THE SEcIloN 271 PROCESS 

COMMUNICA- MC'S SEcLloly ) 

STATE OF NORTH DAKOTA 
PUBLIC SERVICE COMMISSION 

) 

1 
) C k  NO. W-314-97-193 

BEFORE "HE PUBLIC SERVICE COMMISSION OF UTAH 

1 
In the Matter of the ApplicatiOa of U S WEST 
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cammunications,Illc.~~valofcompliamx ) D o c l c a t N 0 . ~ 9 - 0 8  
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IN THE MATTER OF THE APPLICATION OF 
QWEST CORPORATION REGARDING 271 OF 
THE FEDERAL TELECOMMUNICATIONS ACT ) M)CKE'l"a700%TA-OQ599 
OF 1% WYOMING'S PAR'MClPATION IN A 
MULTESTATE SECTION 271 PROCESS, AND 
APPROVAL OF ITS STATEMENT OF 
GENERALLY AVAILABLE TERMS 
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In the Matter of the Investigation into 
U S WEST Communications, Inc's 
Compliance with g 271 of the 

Seven State Collaborative 
Section 271 Workshops 

AFFIDAVIT OF CORY W. SKLUZAK REGARDING SECTION 272 

(NONPROPRIETARY VERSION) 

AT&T Communications of the Mountain States, Inc., AT&T CommhcationS of the 

Midwest, Inc. and AT&T Local Service on behalf of TCG Utah (collectively "AT&T") h b y  

submit this Affidavit of Cory W. Skluzak for the Fourth Set of Workshops 011 Track A, Public 

Interest, section 272 and General Terms and Conditions. Specifically, this Affidavit will address 

d o n  272. - 

L 

1. My name 5 Cory W. Skluzak. My business address is 1875 Lawrence Street, 

Suite 1O00, Denver, Colorado 80202. 

2. I am employed by AT&T Corp. ("ATBiT") as a policy analyst in the Access 

Management Group. AS such, I provide analysis of various pricing and costing activities of local 

exchange c81Tic~s ("LEC") for the western region, and provide analysis for a number of subject 

matter areas, including revenue and cost analysis functions. 

3. I have a Bachelor of Science degree in Business Administration with a major in 

AccoUnting from the University of South Dakota in Vermillion, South Dakota. I have a degree 

in law from the UniverSity of Colorado in Boulder, Colorado. I was formerly licensed as a 

certified public acmmtant in Colorado. I am licensed as an attorney in Colorado, though I am 

on inactive status, and I do not function in the capacity of an attorney for ATBZT. 



Cory w. skluzak 
AT&T 

May 4,200 1 
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4. After obtaining my undergraduate degree, I worked several years as a certified 

public accountant with the firm of Deloitte, Haskins & Sells conducting financial audits. After 

law school, I was ajudicial law clerk, an insurance defense litigator and an attorney with the 

State of Colorado's Attorney General's office dealing with the State Land Board Commission. 

From 1995 to the end of 1999, I was an owner and manager of two manufacturing companies 

engaged in custom fiberglass programs and the m a n u f w  and marketing of specialized tools. 

I began my m r  with AT&T in December, 1999. 

II. SCOPE OFAFF'IDAWT 

5. Tbe purpose of this affidavit is to discuss the failure of west  Corporation, 

formerly U S WEST C~mmunicationS, hc., ("Qwest"), Qwest Long Distance, Inc. formerly 

U S WEST Long Distance, Inc. ("Qwest LD"), and its new section 272 aflilhte, Qwest 

Communications Corporation ("QCC'),' to meet its burden of establishing that it will operate in 

compliance with section 272 of the Telecommunications Act of 1996 (the "Act") if, and when, it 

is granted authorization to provide in-region hterLATA services. 

6. I filed an affidavit on section 272 compliance on September 5,2000. Subsequent 

to that fil&, @rest decided that it would create a new section 272 affiliate. The testing 

procedures and testimony regarding Qwest LD remain viable and probative as a predictive 

judgement of the BOC's and section 272 affiliate's adherence to section 272. 

' After the me&r of West Commddons IIlternatonal, Inc. andU S WEST, Inc., the name of U S W E S  Long 
Distance, Inc. was changedto Qwastm D i w ,  Inc. It shouldbc noted that, -to Qwest'stestinmy, 
Qwtst Long Distance, Inc., will merge with QCC sometime in May 2001. The obligations of the Bell Operatipg 
Company (%W or "RBo@? and the section 272 affiliate to comply with the Act commenced the date it was 
emctcd, or February 8,1996. Thenfore, the BOC and the section 272 affiliates had an obligation to comply with 
the Act since February 8,1996, regardless oftbe number ofentities or the name of suchentities. Cnatiog a new 
section 272 affiliate does not 
i m l C V W .  

the clock on the BOC's obligations or make the issues of past compliance 
I L i  

2 
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7. Further, w e s t  LD will be merged with QCC in the near future and the two will 

become one? As such, QCC will inherit w e s t  LD’s past history, which includes violations of 

section 271. Regardless of this merger, the C o d s s i o n m  cannot ignore Qwes€ LD’s history 

and must usc such past as a pdc t ive  indicator of SeCtioD 272 complimce~ 

8. I refite statements made in the affidavits of the QCC witness, Judith Bnmstin& 

and the Qwest witness, Maric Schwartz, who state that QCC and @est currently comply, and/or 

prospectively w i g 1  comply, with d o n  272 and the Feded CommunicatiOn Commission’s 

(“FCC”) implementhg orders. 

9. Section 272 of the Act bars BOCs like mest h n  pvidhg in-regkm 

intcrL,ATA service unless it provides such service through an affiliate that in=&% the Separation 

tion reqttimnenb of this section. The qualiQhg conditions in scctioa 272, and nondi- 

along with the 14-pomt checklist of section 271, arc necessary legal requirements that Qwat 

must meet to provide in-regh, hkrLATA telecommunication services. These requirements are 

imposed by the 1996 Act and are not simply a charade or obstacle created by its competitors. 

- 

. .  

10. My &davit focuses on why Qwest and QCC fizil to comply with the stmctud 

and tmsact~ ‘d safeguards of s d o n  272(b), the nondisCriminaton sakguards of section 

272(c) and (e) and the joint marketing restrictions of section 272(g). 

III. PURPOSE OF SECTION 272 AND THE ROLE OFTHE STATE 
COMMISSIONS 

A. ThepurpoSeofsBction272 

1 1. Through a variety of accoUnting and non-accounting safeguards, section 272 

’ Testimony of Judith L. B h g  dated M a h  30,2001 (“Btumtbg Affidavit”) at 8. ”Qwest Long Distmx 
~~ntinues to exist today as a M y  compliant 272 subsidiary. Cmedy,  plans an to merge Qwest Long Distance 
with Qcc in the May, 2001 timehme:’ 

3 
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attempts to prevent a BOC fiom discriminating against its competitors and in favor of its long- 

distance amate ,  and to prevent a BOC fiom subsidizing its affiliate by recovering the affiliate's 

costs through the BOC's local and exchange access secvice customers. 

12. Section 272 demands that Qwest treat its competitors as it treats its section 272 

afliliate. It provides a scheme, through the various safeguards, for the competition to evaluate 

whether a goal of this section - to insure a level playing field for all competitors - is 
13. Compliance with these safeguards is of crucial importanCe to protect consumers 

of Qwest from paying higher prices for local service because of improper cross-subsidization of 

QCC. Compliance is equally hportant to protect the competitive process in the bterLATA 

market fiom Qwest's abzty to leverage its market power over local services into the long - 

distance market. Section 272 is not an afterthought, In fhct, the FCC has stated that its "findings 

regarding section 272 compliance constitute independent grounds for a-mying an application 

[filed under 271 ]? 

14. In the Amm-tech Michigan Order, the FCC ruled that BOCs bear the burden of 

proof under section 271(d)(3) to establish that they will operate in compliance with section 272 if 

granted interLATA authority? "Paper promises do not, and cannot, satisfy a BOC's burden of 

proof.116 The requirement that west come forward with specific, tangible evidence is eapecially 

appropriate in the context of section 272 compliance, because most of the evidence relevant to 

Application by Bell Atlantic New Yorkfir Authorization Under Section 271 of the Conununications Act to Rovide 
In-Region, InterUTA Service in the State of New York, CC Docket No. 99-295, Memorandum Opinion and Order, 
FCC 99-404, (nl. Dec. 22, I%)), 1402 ("Bell A t h t i c  New York order"). 

' Application ofAmenlech Michigan Pursuant To Section 271 of the Communications Act of 1934, as amend&, To 
Provide In-Region, InterUTA Servioes in Miihigan, CC Docket No. 97-137, Memorandurn Opinion and Order, 
FCC 97-298 (reL A*. 19,1993, n43,371 ("Anreriteck Mkhigm f%&"). 

' Id 

Id., 155. 

4 
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such a determination lies exclusively in the hands of Qwest and QCC. 

B. The Role of the State Commissions 

15. Revkw of section 272 compliance is relevant in state proceedings to review 

Qwest's compliance with Section 271, because Qwest's compliance with these provisions is 

required in order for @est to satisfy the requirements of sccfion 271. Furthemnore, 

documentation of such compliance will contribute to the detailed and extensive record the FCC 

will rely upon when reviewing Qwest's section 271 application. 

16. To the extent possible based on the state's procedural schedule, the FCC has 

stated that a state proceeding is a proper forum to develop an evidentiary record with the 

opportunity to cross-examine the witness.' ~dditionally, the FCC has only 90 days fr~m the date 

of filing to review an RBOC's sediOrll271 application before rendering its decision. 

Consequently, the FCC quires applications to be complete when filed and has stated that, "[wle 

- 

0 
will consider carefully state determinations of fact that are supported by a detailed and extensive 

record, and believe the development of such a record to be of great importance to our review of 

section 271 appli&hS.'' 

17. Thus, to fhcilitate the FCC's review of Qwest's section 271 application, it is in 

Qwest's best interest to demonstrate compliance with section 272 requirements in the state 

'  he FCC stated the following in the Bellsouth Soutb caroliaa Order "...we emphasize that parties sho& mke 
evey dart topment their views to the state cornmission in thefirst instance, where such views can be adquately 
addressed by other interested partieS and subjected to cmswxamination." Application of BelZSbuth Coipomtion, et. 
al, Pursuant To section 271 of the Communications Act of 1934, as arnenderl. To Provide In-Region, InterLATA 

1997)' 127 (-ha& *) ("&dbth  South C ~ V ~ U I  ordw'~. 
8 Att&tech Miihigan met 130. 

k v b ~  in South Cmolino. CC Doc& NO. 97-208, M d m  Opinion end ordsr, FCC 97-418 ( ~ 1 .  Dec. 24, 

0 
5 
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record with substantive evidence, because the FCC will rely upon such a detailed record in 

assessing whether an RBOC has met the ''preponderance of evidence" stan-' 

18. The goal of the individual state commissions relative to section 272 should be to 

hold west to its burden of proving compliance through actual support of its claims. For 

example, below in my affidavit, I present AT&T's argument for Qwest's noncompliance with 

the joint marketing provisions in section 272(g). While state commissions cannot overrule the 

FCC on ptxmitted forms ofjoint marketing, and AT&T certainly does not suggest such, they can 

flush out Qwest's position by requesting actual support for its ambiguous claims that it will 

comply with s t i o n  272(g). The state commissions should be concerned about the effects of 

unfettered joint marketing between Qwest and QCC, given past violations of section 271 by 

U S WEST, Qwest and West LD. If the state Commissions share these concerns, they should 

make them know to the FCC and p v i d e  recommendations to mitigate them. 

19. Additionally, under the Act, the state commissions play an integral role in 

overseeing QCC, through efforts such as participating in the joint FederaYState audit required by 

section 272(d) to determine compliance with accounting and non-accountkg safeguards. 

20, QCC acknowledges that the FCC's review regarding section 272 requires a 

predictive judgment regarding the future behavior of the BOC." This predictive judgment is 

based on past and present practices." This should set the stage for a broad review by the state 

commissions. Although a review of 'bast practices" is acknowledged by Qwest, the state 

commissions will look in vain in the affidavits filed by Qwest and QCC for such past practices 

Id., - 4 5 4 .  
lo B h g  -davit at 3-4. 
" Application of Bellsouth G p m t i o n .  Bellsouth Tekxomm&ations, Inc., and BellSouth Long LXvtame, Inc, 
for h v i s w n  of In-Region. InterL4TA se7vices in Louisiana, CC Docket No. 98-121, Memorandum Opinion and 
Order, FCC 98-271 (el. October 13,1998), 1 321 ("Bell South Louisiana II OmW). 

* -. 
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as: the former ir S WEST’S and Qwest’s several past violations of section 271 as found by the 

FCC; the failure t o  post transactionS to its separate affiliate website; the failure to have an 

independent affiliate; and the failure to prevent discrimination in services provided to 

Qwest/U S WEST LD and now QCC. 

21. Therefore, a detailed record of the historical relationship between U S WEST and 

U S WEST LD, w e s t  and West LD, and now Qwest and QCC, is imperative. Furthcr, due to 

the imminent merger of Qwest LD into QCC, the past history of Qwest LD is every bit as 

probative as before Qwest decided to switch to a new 272 affiliate. The state commissions must 

look at past history in their determinations of fact regarding whether west and QCC will 

comply with section 272 in the future. 

Iv. s 

22. B d  upon my review of the affidavits of Qwest and QCC and my on-site 

reviews, I conclude that Qwest and QCC have failed to demonstrate that they will comply with 

their obligations under section 272. As will be discussed in more detail in this affidavit, @st 

hasfhiledto: 

a 

b. 

C. 

d. 

e. 

Prove that Qwest LD’s books, records, and accounts are maintained pursuant to 
the FCC’s rules and that they are separate h m  Qwest’s as required by Section 
272@X2). 

Prove that there is true separation between the two entities’ officers, directors and 
employees as required by Section 272@)(3). 

Prevent discrimination between it and QCC and other entities pursuant to Section 
272(c). 

Prove adequate compliance with, and evidentiary support for, the llfillment 
requirements of section 272(e). 

Provide sufficient detail to determine future compliance with &tion 272(g) 
concerning joint marketin& especially given its past history of violatim 

4 ;la 
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V. STRUCTURAL,. TRANSACTIONAL. AND ACCOUNTING 
REO-UREMENTS OF SECTION 272 

23. Section 272 of the Act contains accounting and non-accounting safeguards 

to ensure that the BOCs do not use their monopoly power in l d  exchange services to 

&e& in favor of their Section 272 affiliate, and to discourage and detect imp- 

between the BOC and the section 272 affiliate. In its Ameritech Michigun &&, 

the FCC m-ed that the obligations and restrictions under section 272 were of ''crucial 

importance," 12 and that the BOCs and their section 272 affiliates have been required to comply 

with those obligations and restrictions shce the date the 1996 Act was passed on February 8, 

1996.13 

A. -on 272(a) - Separate AEiliate 

24. Qwest may not provide certain services, including interLATA Services, except 

through a -turally separate affiliate. It is not enough to simply state that a separate afliliate 

has been established Section 272(a)(l)(B) states that the affiliate must "mm the requirements 

of s u b d o n  (b)," which means it must: 

a 

b. 

operate independently hm the BOC; 

Maintain books, records and accounts that are separate fiom the BOC and comply 
with generally accepted accounting principles; 

Maintain separate officers, clirectm, and employees; 

Obtain credit without recourse to the BOC; and 

Conduct all transactionS with Qwest on an arm's length basis, reducing such 
mmsadons to writing, and making them available for public iq~ection.'~ 

C. 

d. 

e. 

Id., 1 346. 
l3 Id. 1 371. 

47 U.S.C. 5 272 @). 
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In addition, the BOC is prohibited from disCriminating in favor of the affiliate in the provision of 

“goods, services, facWk, and information, or in the establishment of ~ta.n-.~l’ 

25. QCC states there is no stock ownership as between it and Qwest Corporation and, 

therefore, ‘‘as both a le@ and practical matter, the two companies are ~epmte.’’*~ This 

statement is conclusory and puts form over substance. west and QCC may look like two 

separate corpomtions on paper, but that is not enough to satisfy section 272(a). As is discussed 

below, Qwed does not meet all of the requirements of section 272(b) and, by definition, is not a 

separate affiliate as a practical matter. 

26. In its discussion regadhg compliance with d o n  272(a), Qwest states that ”it 

will not p-ovi& in-region in&L,ATA services originating within the BOC 14 state region as long 

as the structural separation obligation of section 272 applies to tbis a~tivity.’’~’ It should be 

noted that Qwest already has been providing such in-region interLATA services fm a numb of 

years, and these activities were found by the FCC to have violated section 271 .I8 The 

- ’ 
Commission should review assurances made by @est and QCC cautiously. 

B. w o n  272(b)(2) - Books, Records and Accounts 

27. The FCC has hterpreted this section to require the BOC’s Section 272 afliliate to 

maintain its books, records and accounts pursuant to Generally Accepted AccoUnting Principles 

(“GAAP”) and maintain them separate fkom the BOC.19 

Is Id. 
l6 B~un~ting Affidavit at 6. 
” Schwartz Affidavit at 9. 

J 

- . ___ 
la For example, see ATdT Cop. v. I S WEST Communications, Inc. , File 40. E-97- 
Order, DA01-418 (nl. Fob. 16,2001), for the most recent violation of section 271. 
l9 Bellsouth Louisiono II Order, ’1 328. 

~ I) 
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TO determine compliance with this section the FCC has looked to such evidence as: 

different charts of accounts, use of separate accounting so&are maintained at a separate 

location and a regular audit program for the affiliate that ensures GAAP compliance?' There is 

insufficient evidence presented by Qwest and QCC to determine compliance with this section for 

the following m m :  

a. It does not appear that Qwest LD is accounting for activity as incurred or is 
accruing expenses h m  year to year. During my on-site review, which is 
discussed more m y  below, I found numerous examples of transactions occurzing 

for $1,640,580 for work performed by Qwest Consumer Services for Qwest LD 
from January through December, 1999, yet this amount was not recojgized as an 
expense until it was paid in January, 2000.*' w e s t  states that it ''utilizes accrual 
accounting for its trmact~ 'om between affiliates:m B U ~  %est LD is not using 
accrual accounting based on the selections that I tested, Based on my follow-up 
testing, there continue to be problems with not using accrual accounting. 

Theonlytramam 'ons between Qwest and Qwest LD that are accounted for as 
"-te- 'oris'* are those involving payments.u  here is a concern tlmt 
transactionS not involving the exchange of money could occur and not be 
accounted for and reported. Ms. Schwartz states that "the BOC will be 
moniton'ng asset transfers on a quarterly basis beginning March 31,2001, to 
insure compliance with section 272@)(1).'* This gives some indication that 
there may indeed be non-cash transactions between these two entities. 

in 1999thatwerenotexpenseduntiltheyear2OOO. heofthetmmacti Ons was 

- 

b. 

c. Initially, there was no evidence that there was a different Chart of Accounts for 
the two entities. Qwest LD initially provided its Chart of Accounts but without 
@est's Chart, it was impossible to compare to 8ec ifthey truly arc different. 
mest and QCC subsequently provided their Chart of Accounts and they am 
&Brent. QCC's Chart of Accounts is dated [PROPRIETARY: -1 
(JLBX, proprietary). QCC has stated that west LD and qCC will not merge 
until the May 2001 t i m e h e ;  however, the Chart of Accounts for QCC Contains 
a number of Bccounts that refer to [PROPRIETARY: XXX- 
7 1  

2o Id. 

22 Qwcst Response to AT&T Data Request No. 56. 

downloading all payments to and payments from -s h m  the compaay's financial systems." 

Qwcst's section 272 affiliate website: h t t p J / w w w . u s w e ~ c o m / a b o u t / p o l i c y / d o c s / l  'oas.hhnl. 

Qwcst Response to AT&T Data Request NO. 17. 'The p d u r e s  for capturing atEliate &ansa& 'om include 

21 

- Sch- Affidadt at 15. 
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d. It is apparent that separate accounting software is not being utilized, nor is it 
being maintained at a separate location. Qwest processes Qwest LD’s financial 
transactianS on Qwest’s systems.25 According to testimony filed by QCC, thc 272 
Afliliate’s accounting and finance functions are performed by the Services 
company, is not the BoC.% However, QCC also alludes that BOC 
employees provide payroll Thus, confusion remains &s to what entities 
are perfanningwhatfinancid hctim. Further confusingthe issue, asdiscussed 
b l o w  in further on-site testin& is the existence of work orders and task orders 
indicating that QCC is both paying far and remiviug payment fir finance 
services. It sti l l  appears that, based on the March 30,2001 testimony, that 
separate accounting software is not being utilized and maintained at a separate 
location. 

e. Regarding the processing of financial transactions, Qwest states that under their 
systems “. . . it is simply not possible for one entity to enter trmsa& ’ons using an 
entity code belonging to another entity.’a8 During my on-site review, discussed 
Wly i0 the section 272@)(5) seetion, I noted a posting to the 1999 tramadim 
list that was a reversal. The description was “Billed in error USWC carrier should 
have been billed.‘‘ Because employees of Qwest are procesSing the financial 
tramadion for both Qwest and Qwest LD, there still exists 
eRMT and inputting 811 accomting tramacb ‘on to the wrong 
d e s  the same statement in her March 30,2001 testimony?’ However, the 
question remains how the error I previously identi@ could occur if it was 
impossible. 

f. To determine compliance with this section, w e s t  LD must be auditable. Under 
section 272(d), an audit of the section 272 affiliate is not mandated until twelve 
months af€er d o n  271 approval. Given Qwest LD’s present and historical 
failure to M y  account for and disclose its required transadions, it is suggested 
that an opening audit should be required to veri@ that all accounting safeguards 
arc in place and operational prim to Qwest LD’s provision of long distance 
service. Qwest has en ged Arthur Andersen to review and update pxedum for 
affiliate transa& ‘om, and audits for 10-K‘s (which include QCC). 
the audit ofafliliate transactions is limited in scope to one line on the ARMIS 
reports. 

P However, 

a Schwark Affidavit at 15. 
26 ~nmsting -davit at 12. 
27 Id., at 14. 

Id 
29 Sch- Affidavit at 15. 1 3’ BruastingAffidavitatlO. 

Id., at 22. 

11 



Cory w. slduzak 
AT&T 

May 4,200 1 
W!M-A’IT-CWS-l 

C. Sec. 272(b)(3) - Separate OfEcers, Directors and Employees 

28. Section 272(bX3) requires that QCC have “have separate officers, directors, and 

employees hm the [BOG] of which it is an affiliate.” In prim orders, the FCC used as evidence 

of compliance the names of officers and directors submitted by the BOC and affiiiates, and 

whether separslte payrolls and sliministrative operating systems are present.32 In its Ameritech 

Michigan Order, the FCC found that that the intent of the separate officers and directors 

requirement is “that there be some form of independent management and control of the two 

en ti tie^.'^ In that order, the FCC was concemed about the fact that the presidents of both the 

BOC and the separate 272 affiliate reported to the same officer of the parent copration ofboth 

entities. - 

29. An important indication of what “separate” means under thia -ti- can be found 

in the audit procedures of the biennial audit required pursuant to section 272(d). Zertain audit 

procedures are used to test for separate officers, directors and employees and require the auditor 

to do the following: 

Obtain the functional organizational chart of each section 272 m i a t e  . . . 
andinspectittodetamme ’ whether any departments report either 
functionaly or admi&ra tively (directly or indirectly) to un officer ofthe 
BOCU 

30. h addition, the Biennial Audit Procedures require an independent auditor to 

perfom the following tests: 

Obtain a list of officers and employees who transferred fiom the BOC at 
any time to each Section 272 affiliate, and . . . determine whether the 
comp811)‘’s internal controls ... have been implemented. Also, interview 

* Bellsouth Louisiana II h k r ,  1 330, n. 1032. 
33 A m e n w h  Michigan Order, f 360. 

See General standmd Prvcedum For Biennial Audits Required Undet section 272 of the Communicarions Act 
of 1934, As A d ,  as of Dacenrber 16,1998. (“Biennial Audit proceaureS ‘3 at Objective 111, procechve 3, at 24 
(e@=iS added). 
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these employees to determine whether they used any proprietary 
information (e.g., customer proprietary network information (CPNI), 
Network Planning Manuals, Plant Traffic Practices, Operation, Installation 
m d  Maintenance (OIBiM) Practices) obtained while they were employees 
of the BOC or whether any of the above information is made available to 

through friends and acquaintances still employed by the BOC.3’ 

Obtain a list of all employees of each Section 272 afltIliate s i n e  Febnuyy 
8, 1996, the date of the Act [and] .. . inspect company’s files which 
indicate employee’s employment history within the BOC fiimiiy of 
companies and document whether they were employees of the BOC or any 
of its affiliates at any time. Also, document number of employees, 
number of times, and dates each employee transfmed back and forth 
between the BOC or any other affiliate and the Section 272 affiliate since 
February 8,1996.% 

31. Based on my review, I noted the following deficiencies of Qwest and 

Qwe& LD to this &a: - 

a In September 2000, Qwest LD’s President, Ms. Kamelia J. Davidson, who 
was dm Qwest LD’s sole dimtor, reported directly to 5 t ~ 1  officer of Qwest 
hc., Drake Tempest. Mr. Tempest was the Executive Vice President, 
General Counsel, Chief Administrative Officer and Secretary of Qwest, 
Inc.” Ms. Brunsting stated that Mr. Tempest “holds the same p i t i o n  
with numerous other West entities including *est ~orp . .  AS both 
Qwest LD and Qwest are wholly-owned subsidiaries of Qwest Inc., there 
was a situation analogous to the one described above in the Amen’tech 
Michigun Order. The FCC’s concern in Ameritech was that the presidents 
of the BOC and the 272 affiliate were reporting to the same officer of the 
parent coprution. In Brunsting’s affidavit, Drake Tempest is now the 
sole current director of QCC and he is no longer a director or officer of 
Qwest. However, I am unsure to whom Mr. Tempest reports to at Qwest 
Services Corp. Mr. Tempest is also Executive Vice President, General 
Counsel, Chief Administrative Officer and Secretary of QCC.3’ Mr. 
Tempest also holds the position of Executive Vice President, General 
Counsel and Chief Administrative Officer of Qwest Communications 
Internationsl, Inc., the parent of both Qwest and QCC. Similarly, Mr. 
Joseph Nacchio is chairman, Chief Executive Officer and hsident of 
QCC and chairman and Chief Executive Officer of Qwest 

? See Biennial Audit Ptwdums,  objective Ill, procedure 5 at 25. 
36 Zd.atobjactive~procedrpe6at25. . .  
” B~unsting AffiQvit (July 3 1,2000) at 12. 

Id. 
39 BnmStingAfidavit,E~ILp-5. 
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b. 

C. 

d 

e. 

f. 

Communications International, Inc. No information on the officers and 
directors of Qwest Service Corporation ("QSC") the apparent owner of 
Qwest and QCC was provided. QSC is owned by Qwest Communications 
Illternatid, Inc? 

The concern for true independence between Qwest and QCC is heightened, as Mr. 
Tempest is also the G e n d  Counsel of QCC and west Commdcations 
International, Inc. As an attorney, it is foreseeable that Mr, Tempest may invoke 
the attorney-client privilege should a question arise as to issues regarding QCC or 
QWest. 

QCCs workforce in the past included a significant number of employees who 
formerly worked at west (or the fmer U S WEST), although west is silent on 
the precise number of former Qwest employees now at QCC. These Qwest LD 
employees will have both the incentive and the ability to seek and obtain 
favorable treatment fbm their former coworkers at Qwest, which obviously 
would be impermissible under section 272. My follow-up on-site h e w  noted 
[PROPRIETARY 

Also, I was unable to verify the number of former Qwest employees at QCC. 
1 

QCC and Qwest employees will have an incentive to engage in "off-the-d" 
transactions, which wil l  be especially difficult to identify and evaluate through 
any intend or external audit. 

QCC employees formerly employed by Qwest have an incentive to take with 
them, and use, Qwest proprietary information without accoutlting for this 
acquisition of information and without offering this information to competitors. 

The umverse of # 5 above would also be present. During my on-site review of 

bonuses or Weam awards" paid to forma employees of west LD that had since 
been rehired by Qwest. I could not determine the names or even the number of 
employees, as this informaton had been blacked out for my review. The use of 
the word "rehired" connotes that these employees were once employed at Qwest 
(or U S WEST), went to the LD affiliate and then retumed to Qwcst. After 
returning to Qwest the employees received "Team Awards." The choice by 
Qwest to black out this information raises an appearance of impropriety. I 
reviewed terminated Work Order RMLDO99 on west LD's website called "Go 
For The Goldhld Goal". This is a program from USWC/Qwest that rewards 
employees for customer referrals and cost saving ideas. USW LD employees 
were allowed to participate in this program. 

some of mest LD's financial records, I noted several transactt 'onspertainingto 
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T h e  incidence of employee migration is not isolated to the periods that I observed. 
Results ftom prior AT&T on-site reviews noted that numerous employees 
resigned fiom the LD afiiliate to become employees at the them U S WEST. In 
1997  alone, 22 employees transferred. Since Qwest LD had an approximate 
average of 93 employees, that meam that over 23% of the empbyees of Qwest 
LD were rehired by Qwest. 

The free-flow movement of employees between @est and west LD is of 
concern in that proprietary information is also ffowing back and farth between the 
companie9. Indeed, as was stated above, the indqxndent auditor is required to 
document this typc of migration. 

west d i s c 4  the realignment of employees fi.om Qwest and the section 272 
afiiliate to the Services Company who would be . . . writing contradual 
atTangements . . ." and other 
employees end up?" This may simply perpetuate the f a e r  p m b h  of 
employees moving in and out of the BOC and the 272 &%ate. 

 his begs the question, "were will these 

west statui that it "does not do a comparison, per se, of actual payroll registers 
for employee matches on a regular basis.'A2 Also, Qwest LD does not have 
separate payroll administration." Ms. Schwartz subsequently stated that she has 
"overseen" a comparison ofpayron registers between Q W ~  and Q C C . ~  
However, it still appears that m e s t  does not have separate payroll administra tiO& 
asrequired 

D. section 2720(5) - ASliatc Transactions - Public Disclosure Requirement and 
AT&T On-site Reviews 

32. To satis@ the public disclosure requirements of section 2720>)(5), a BOC must 

disclose detailed informaton regarding the terms and conditions of each tmmact~ 'on between the 

BOC and its section 272 affiliate, including the rates for each transadon. The section 272 

affiliate must provide, at a minimum: a detailed written description of the asset transferred or the 

service provided in the transaction, and post the transaction's terms and canditions on the section 

'' Schwartzmdavitat9. 
" Response of west to AT&T Data Request No. 58. 
43 BnmsSingAffidavitatlI. @ ScbwartzAfida~at18. 
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272 affiliate’s Internet home page within 10 days of the The description “should 

be sufficiently detailed to allow us to evaluate compliance with our accounting rules,” and they 

must be made available for public inspection at the BOC’s principal place of business and must 

include a statement certifjing the truth and accuracy of such  disclosure^.^ The FCC also stated: 

Failing to disclose fully the details of the transgctionS between the BOC 
and its section 272 affiliate is contrary to section 272@)(S) because it 
impairs our ability to evaluate compliance with our accounting safeguards 
and deprives unaffiliated parties of the information necessasy to take 
advantage of the same rates, terms, and conditions enjoyed by the BOC’s 
section 272 affiliate:’ 

33. The FCC rejected BellSouth’s assertion that only summaries of its affiliate 

transactions were required, finding that full disclosures must include a description of the rates, 

terms, and conditions of all tmsact~ ‘om, as well as the hquency of recurring transactions and 

34. The FCC noted in its Arneritech Michigan Order that public disclosure 

requirements have been in effect since the passage of the 1996 Act on February 8, 1996, and that 

the requirement for posting of data on the Internet became effective with the implementation of 

the Accounting Safiguards Order on August 12, 1997.49 In short, public disclosure has now been 

required for five years and posting has been required for almost four years. Qwest states that 

“there is no specific requirement that the 272 AfWiate meet Section 272 obligations now.. .’& 
This statement is misleading by itself mest has been under an obligation to disclose 

‘’ BeU South Louisicma II W, fi 332-339. 
Id 

41 Id., 1335. 
Id., 1 337. * See Ameritech Michigan W, 1 371 (emphasis added). Implementation of the Telacommunications Act of 
19%: Acmnthg  &j&uardv Under the Telecommunica~ons Act of 1996, CC Docket No. 96-150, Report and 
Order, FCC 96490 (rel. Dec. 24,19%)(”Accounfing safeguardp order“). 
BNnstingMdavitat3. 
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transactions since February 8,1996, and post the transactions with, U S WEST LD, QWW LD, 

and now QCC, since August 12,1997. In order to make a predictive judgment of the future 

behavior of a BOC under section 272, the FCC has stated it will “look to the past and present I 

I 

behvior of the BOC applicant as the best indicator of whether it will carry out the requested 

authorization in compliance with the requirements of section 272.’’’ 

35. Qwest asserts that it consistently posts and makes public all transactions between 

Qwest and Qwest LD, and now Qwest and QCC, to its web site to satis@ the FCC’s public 

disclosure r e q u i ~ ~ ~ ~ ~ t s . ’ ~  AT&T disagrees. 

E. AT&TS Initial On-Site Testing of Financial Records Up to and Through June, 
2000. - 

37. To test Qwest and Qwest LD’s compliance with section 272(b)(5), AT&T 

requested, through AT&T Data Request No. 53, an inspection of the financial records of west 

and Qwest LD. On August 30,2000, I viewed certain financial records on the 49& floor of 

Qwest, which is the legal department of Qwest Corporation. As discussed below, follow-up 

testing for the period after June, 2000 to the present was conducted as a result of the change in 

the 272 miate and the passage of time. 

38. Made available to me in August 2000 were the payments made by “U S WEST 

LD, Inc. to U S WEST Communications, Inc. For Services Provided” for the period May, 1999 

up and througt.1 June, 2000. Also made available were the year-to-date balance sheets and 

income statements, as well as the trial balances of the LD affiliate fiom 1995 up through 

December 31,1999. I. - 

... 

” Amen’&ch MichgUr odtr, 7 347 (emphasis added). 
Brunsting Affidavit at 19. Aho, Schwark Affidavit at 26 
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39. What was not made available were the payments h m  Qwest to Qwest LD for 

services provided by Qwest LD (revenues to Qwest LD). Thus, no detail testing could be done 

on services or assets provided by Qwest LD and flowing to qWest5’ 

40. For services provided by Qwest to Qwest LD (expenses to Qwe& LD), I used a 

bilateral approach to testing the posting and adequacy of affiliate transactions from April 1, 

1999, to June, 2000, by: 1) examining tmsact~ ‘om posted to the web site and tracing back to 

supporting documentation, and 2) examining transaction detail and tracing to the affiliate 

website. 

1. Testing Procedures: From the Website transactions listing to the accounting detail. 

41. To complete previous testings for the year 1999, I selected 17 ‘‘billed amounts” 

for 1999 services provided by “U S WEST’ to “U S WEST LD” h m  the affiliate website for 

1999 transactions and attempted to trace back to documentation that would support these 

amounts. Documentation includes the various work orders and agreements on the website, as 

well as the invoice-level detail. These 17 selections totaled an approximate net amount of 

$1,974,736, which was 56 % of the net total dollar amount for the year 1999. Note that 2 of the 

17 selections were non-cash accounting reversals in the amount of $183,702. 

’’ Transactions for services from Qwcst LD to west totaled almost $29 milZwn for 1999 but I could not subject 
them to testing. This amount that could not be tested was over 8 times the total amount of services flowing h m  
Qwea to west LD. Du&g my follow-up testing in A@, 2001,l reviewed billing detail h m  Qwat LDtoQwcst 
through 2000. Ses my comments below relating to the Section 272 affiliata’s revenuc from Qwest. 
54 pnvioustestingfortheyearsended1996,1997and1998andfor~perioduptoMarch31,1999,was 
perfimned by Warren Fischet, who was my pdecessor at AT&T on scdion 272 subject matters. I am adoptkg the 
testing thd he previously perfonned and his subsequent work product. I have nviewed and fhiliarized myself 
with Mr. Fisclacr’s testing procedum, documencation, and workpapers and persody met with him to become 
knowledgeable about his procedures and COUCMOIB. 
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2. Testing Procedures: From the Accounting Detail to the Website 

42. To complete the other half of the bilateral testing, I selected items representing the 

payment detail fkom West LD to Qwmt, and attempted to trace them to the 1999 and 2000 

website transaction listings. 

43. The scope of my testing included selecting 12 "tag numbers'' from a tag summary 

sheet that purported to represent all payments made by Qwest LD to Qwest. There were separate 

summary sheets for the period May, 1999 to December, 1999 and for the year 2000 up and into 

June. Each tag represented a separate "authorization for payment" and, presumably, a separate 

check to Qwest. Each tag represented one or more invoices to be paid. Each invoice represented 
- 

one or more billbg activities. The  tag^ were numbered sequentially. For example, for the year 

2000 through June there were tags numbered 800 through 873. The assumption would bt that 

there were 73 payments made in the year 2000 through June. 

3. Resutcs ofAT&Ts On-SiTesting 

44. As to the 17 items selected for testing from the website tmmact~ 'on postings, I 

found the following problems in attempting to follow an "audit trail" for the 17 sclections: 

a. I was unable to Wfind supporting detail of any kind for 3. 

b. I was unable to find supporting accounting detail for an additional 3. 

C. I was unable to find accounting detail or explanations behind 2 more selections 
that were reversals fiom previous periods. 

d. 8 selections were traced to both the accounting detail and to the applicable 
agreement or document posted on the website. For 2 of these, I could determine 
that they were not posted within 10 days; and, for the remaining 6, I could not 
make a detemhtion as to timely posting. 

e. For 1 selection, I was unable to properly trace it, as it was a summary of 
numerous billings. 
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45. That accounts for the 17 selections, but I found additional problems beyond 

whether there was an audit trail or proper p0sting.5~ I have listed these additional problems and 

other non-comgliance problems and issues encountered in my additional testing procedures 

below: 

ZL 2 selections were fiom the a m  of the 1999 transactions list denoted as “Exhibit ( 
) - Public Relations.” I was unable to find any supporting detail fm these 
transactionS, and I was unable to trace the transactions to any agreement, 
document, work order, task order or the like on the website. In fhct, it is stated on 
the 1999 transactions listing that there is “NO Current Work Order” for public 
relations and the 9 transactiom listed under this subgrouping. To the extent that 
Qwest makes the argument that all ‘- 'oris" were posted and in a timely 
fashion through the use of “agreements,” there is a violation for transactr ‘Om 
withoutaworkorder. 

b. One selection from the website was in the amount of $419,769 for ‘%billing and 
collection services to USWLD” for January through December 1999. This 
selection represents 12% of the entire b i l h  amount fhm mest to Qwcst LD for 
1999. I was unable to properly trace this amount to the invoice detail because 
there were 15 separate tags, or authorizations for payment, fiom May through 
December, 1999 for these services. Thus, the total amount is a summary of at 
least 15, and most likely more, as I did not get to see the tags for the period of 
January through April. This violates the FCC’s rulings that there be no summaries 

summarized as part of the annual true-up and are posted in sufficient detail ....’* 
of transacb. ‘om. Note that Qwest admits that ‘‘lplast tmmact~ 'oris ... a.rc 

‘True-ups” are discussed below. 

c. Several- ‘ons w m  not properly recorded in the period of activity. They 
were expensed as paid, usually in the year 2000, without setting up an accrual. 
One transaction alone represented almost 47% of the entire billing amount fiom 
west to Qwest LD for 1999. This tramach ‘on was for services provided fiom 
January through December, 1999 but not paid and expensed until the following 
year. ”he fhilure to record transactions within ten days of occurrence is a 
violation of the FCC requirements but also hinders a proper examination by 
interested parties and the FCC’s investigation into compliance with sccounting 
procedures. This finding runs counter to Qwest’s stated position that it ‘’utilizes 
accrual accounting for its ‘0115 between at~iates.”’ 

55  he FCC  ha^ lookad to the maintenance of an audit trail of past htemct postings as ~SSIPBLLC~ of compliance. .%?e 
SBC T m  ortier, 1404. 
56 Schwartz Affidavit (July 31,2000) at 19. ’’ Q w d s  Response to AT&T Data Resuest N0.56. 
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d. 

e. 

f. 

g. 

h. 

1. 

Recurring f,ransactiom such as work performed by Qwest Consumer Services or 
rent for office space and furniture are billed monthly, are separate transactions 
and, with an accoUnting system purportedly adhering to GAAP, should be 
Ltccoutlfed for and posted to the website monthly rather than Waiting until the 
following yeat. To the extent that Qwest does not provide such a billing "float" to 
non-amates, there is an issue of discrimination. 

As to all the 1999 individual or specific transactions Occurring on or before June 
1,1999, there were no postings as of that date. ATgirs pnviouS testing found 
that even 1998 individual tmsact~ 'ons had not yet been posttd. This is a violation 
of the Accounting safeguards Order that requires posting of the terms, conditions 
and actual rates paid in each transa& 'on to the Internet within IO dizys of the 

 he Internet posting requirement is continuous, not OcCBsional. 

For the year 2000, I found no individual transactions or "billed amounts" that had 
been posted to the website; and, therefore, I was unable to trace back to 
supporting documentatiOn. 

'0115.'59 - @vest differentiates between "current tmmact~ 'ons" and "specific transrtctt 

specific transactions are found under ' %elmbtddocument9." specific 
transactions are the product of an annual "true-up" of individual trama& 'ms fbm 

Current transactions are found in the website under "active documents" and 

thepriorycar. Thediff;erencein- 'ons is confusing and should be rectified 
by requiring Qwest to comply with section 272(bx5) by properly posting specific 
or individual tmmact~ '0118, when they occur, and not wait for a true-up. 

"True-ups" are posted annually, in May, for prior year's t r m a e t ~  -om, pursuant to 
the "Overview" Section of the website. Thus, no separate transactions wcre 
posted for all of 1999 until May, 2000, at the earliest. In ATBtT's prior testing of 
the- 'om with Qwest's sectioll272 affiliate, it was found that no "specific 
tnmaetions'' and therefore no true-ups had been posted to the website for either 
1998or1999year-to-dateasofJune1,1999. Thereisaproblemwithtimeliness 
when transactions are not posted until the following May, but the problem is 
exacerbated when even this tardy deadline is not being followed, 

Qwest states that the annual "truc-ups will main listed on the site until the 
following year's true-up is posted as a replacement.'a There is FCC guidance6* 
on this matter, and it is logical that the products of the true-up - specific 
transactionS - would continue to be useful and should not be purged. 

I See Accounting &fm -, 1 122 
SJ Schwartzfi&vit(iuly31,2OOO)at 16. 

Id. 
The FCC bas lookedto the maintenance of an audit trail ofpast met postings as additional assurenceof 
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j. The FCC’s disclosure rules require Qwest to include a statement certifyins the 
truth and accuracy of such disclosures at its principle place of business. Qwest 
states that “[elach annual true-up will include an officer alKdavit stating that 
Qwest Corp. complies with the Section 272(b)(5) requirement to post and make 
public all transactions between w e s t  LD and Qwest Corp. . . .& Qwest’s 
statement dues not comply with this requirement. Qwest’s promised affidavits do 
not meet the requirement that the disclosures are certified as to ‘’truth and 
accuracy.” More importantly, I could not find the promised affidavits in my 
searches of the website. 

k. The FCC further requires that the certifying statement be at Q w d ’ s  principle 
place of business. Prior AT&T on-site testing, in 1998 and twice in 1999, fded 
to locate such statement. I attempted to view such statemeat and all publicly- 
available records of affiliate transactions pursuant to Qwest’s posting on their 
website by calling the listed number. It is stated that “Records of all afliliate 
&amactions may be viewed between the hours of 8 W  am. arid 5:OO p.m., 
Monday through Friday, at U S WEST Communication’s principle place of 

in the response from Qwest’s legal department that AT&T could not view such 
records unless specifically requested in a formal data request. Subsequent calls, 
including one to a Qwest attorney, did not provide access to the public documents 
at Qwest’s offices. Thus, I was unable to veri@ if such a certimg statement is 
on file, or even exists, and whether a f l i l h  transa& ‘0118 are made publicly 
available as promised on the website. 

Several phone calls to several different personnel ultimately resulted - 

1. In my testing fiom the detail and tracin to the website, I noted that there was a 
gap in the tag numbers provided to me. 8 

m. I was unable to trace any of the 9 tag selections from the year 2000 to a 
“Transactions” listing for services provided by Qwest to Qwest LD. As of th 
date of my testing there was no transactions listing for the year ZOO0 as I found 
for past years. 

n. I was unable to properly trace 3 tag selections from the year 1999 into transaction 
detail listed on the 1999 tmsact~ ‘om website or into any “agreements” posted on 
the website. All three of these transactions pertained to ‘Yeam awards paid to 
employees” of Qwest LD that had been rehired by Qwest. I was unable to read 

Schwartz Affidavit (July 31,2000) at 16. 
Section 272 websib addnss: k b .  

64 Theyear1999mdedwithtagnumber748. Theyear2OOObeganwiththetagnumber800. AsIwashstmtcd 
by Qwest’s attorney, Charles Stetse, to forward any discrepancies through formal data quests, I was unable to 
reconcile the omission of the missing tag numbers. During my follow-up test&, I noted that an explanation page 
has been added in the tag bindm explaining that Qwest follows a convention whereby tag numbers for each year 
start with the next “100” in sequence. This wouldexplain the apparent gap in tag numbers from o m  year to the 
next. 
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any  of the employee names, or the number of employees transfening, because the 
detail provided to me had been blacked out as to those details. 

0. In testing from the 2000 detail selections to the posted ‘‘agreements,’’ I had a very 
difficult time. Far example, I selected a tag number from the 2000 payment 
summary sheet for “Application Support Services.” The tag number consisted of 
three separate invoices of which I chose one. The invoice h t  I selected had the 
December bill for more than 15 separate project numbers. Each project number 
had a billable amount. To trace that billable amount associated with the project 
number into the website agreement consisted of going to the website: to “Active 
Documents;” to “Master Services Agreement, Amendment # 3;” to Agreement 
No. AR 96001; to Exhibit C - Information Technologies Services;” to Work 
Order No. ITLDO78 - Infmt ion  Technologies Services, only to h d  that 
separate project numbers are not delineated. This was unfortunate, as many of the 
projects have rather obtuse descriptions in the accounting detail, like “CEW 
980501-78 USWLD-Exp Card Fl.” Whether by design or not, the method that 
Qwest had chosen to post transa& ‘011s has the d t  of obfuscating the very 
purpose of posting - to provide information to the FCC (and non-afiiliated 
entities) to detennrne * compliance. 

p. There were 38 tariffed transactions listed under the heslding “1998 Tariffed 
Senrices Purchased by U S WEST Long ilistance firom U S WEST 
Communications” and the exact same list ot 38 was listed under 1999.65 I was 
unable to determine to which year the list of tariffed transactions applied to. 

F. AT&Ts Follow-up On-Site Testing of Financial Records From June, 2000 to 
PreSent 

46. My initial on-site testing covered the period up to June, 2000 for tramacb ‘0118 

between Qwest and Qwcst LD. To update my testing to the present, of Qwest, west LD and 

now QCC’s compliance with section 272@)(5), AT&T requested access to records to do an 

inspection of the financial records of Qwest, Qwest LD and QCCM 

Section 272 Affiliate TransactionS website at http: / /www.uswest .comlabout /pol icy /docs/ .  
I initially met with represencativeg of Qwest and QCC to determine what a member of the public couM exmine 

regarding section 272 transactions. Made available to me were photocopies of the section 272 afiihte websib. I 
to use a data requast in order to see specific transactl ‘om. (Qwest refirs to specific transacb ‘om as 
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47. Pursuant to a previously submitted data request, during the week of April 22, 

2001 , I performed additional, or follow-up, testing on requested financial records on the 49* 

floor of Qwest, which is the legal department of Qwcst CarparatiOa 

48. For Qwest LD, the former 272 afliliate, Qwest made available to me the detail of 

payments made by  Qwest LD to Qwest (expenses of Qwest LD) for services provided by Qwest 

for the year 2000 (to complete my previous testing of that year) and into 2001. I also received 

for Qwest LD, billing detail of payments made by Qwest to Qwest LD (revenuee of Qwest LD) 

for services provided by Qwest LD for the years 1999 and 2000. Also made available were 

balance sheets and income statements for Qwest LD for 2000 and the first 3 months of 2001. 

For QCC, the new 272 affiliate, Qwest made available to me a binder entitled 

“QC-QCC 2000 Billing Detail4’ which contained photocopies of what was available on the 

public website and some detail of payments made by QCC to w e s t  (expenses of QCC) for 

services provided by Qwcst and received by QCC for the year 2000. What I did not receive for 

QCC included: detail of payments made by QCC to Qwest (expenses of QCC) for services 

provided by Qwest and received by QCC for the year 2001; detail of payments made by @est 

to QCC (revenues of QCC) for services provided by QCC for the year 2001; financial statements 

49. - 

for QCC for any period. Per QCC’s testimony, financial information would not be available 

until early May. Finally, the detail that supported QCC’s payment for services provided by 

Qwest for 2000 was not as thorough as the detail provided for west LD. The impact of this is 

discussed below in the sectiun discussing testing of expenses. 

67 Q c r e f e r s t o Q w ~ c o p ~ o n .  
a ~nmsting at 1 I .  oiven that WCS statements are ConsoIidated with west ~~munications ~nternational, I~C.*S 
and the latter’s statements were made public forthe first quarter, it is clnious as to why QCC’s would not be 
available. west has advised that the idonnation in this paragraph will be made available for inspection on or after 
May 4,2001.1 i d  to inspect the idormatioa and supplement my affidavit. 
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VI. FOLLOW-UPTESTING ON 272 AFFILIATE'S EXPENSES 

50. For the follow-up testing of the 272 affiliate's expenses (payments fiom the 

affiliate for services provided by Qwest), I used a bilateral approach to test the posting and 

adequacy of affiliate tramat& 'ons fiom June 2000 to the present by: 1) examining expense 

transactions posted to the website and tracing back to supporting documentation, and 2) 

examining expense transaction detail and tracing to the affiliate website. 

(i). Procedures for Follow-Up Testing for Expenses of the 272 Affiliate: 
From the Website specific transactions listing to the accounting detail. 

5 1. As I discussed in my testimony on the initial on-site testing fbr the period ended 

June, 2000, supra, I found no specific or individual accounting transa& 'om (Qwest refers to 

these as "billed data" or "billed amounts") posted to the websitss of either Qwest LD or QCC. 

During my follow-up testing, once again, I found no postings of specific 8ccouIlfin8 transactions 

to the website for all of 2000. I was advised by Scott Hamilton, FCC Regulatory Accountant for 

I) 

Qwest, that starting January 1,2000, specific "billed amounts" were no longer posted to the 

website. Thus, I was unable to trace back specific, or "billable", transactions to supporting 

documentation such as posted work orders and service agreements. This type of information 

should be posted (as was Qwest's practice prior to January of 2000), as it assists unaffiliated 

interexchange carrier ("IXC'? in observing what the BOC and 272 m a t e  are actzuzlly doing 

versus simply posting general work orders for prospective transactions. It is worth repeating the 

FCC's guidance on the subject of transaction detail: a failure to fully disclose the details of the 

transactions is against section 272@)(5) "because it impairs the FCC's ability to evaluate 

compliance with our accoUnting - ssfeguards and deprives unaffiliated parties of the information 
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necessary to take advantage of the same rates, terms, and conditions enjoyed by the . . . 

(ii) Procedures for Follow-Up Testing for Expenses of the 272 M a & :  
From the Accounting Detail to the Website 

52. To complete the other half of the bilateral testing for the section 272 affiliate9’ 

expenses, I first selected items representing the payment detail fiom Qwest LD to Qwest for 

services provided by Qwest, and attempted to trace them to the 2000 and 2001 website 

transaction listings. 

53. For west LD, the scope of the follow-up testing included selecting 13 “tag 

numbers” fiom tag summary sheets that purported to represent dl payments made by Qwest LD - 

to Qwest There were separate summary sheets for the periods tested of June though December 

2000 and into March of 2Crll. Each tag represented a separate ‘‘authorization for  papent” and, 

presumably, a separate check to Qwest. Each tag represented one or more invoices to be paid. 

Each invoice represented one or mom billing activities. 

54. For QCC, testing of its expenses was ComprOmised. As previously mentioned, 

the supporting documentation which purportedly supported QCC’s payment for services 

provided by Qwest for 2000 was not as thorough as the detail provided for west LD. The QCC 

detail provided did not contain such supporting detail as tag numbers, invoices and 

authorizations to pay, as did the detail for m e s t  LD?’ This type of detail is important to create 

B ~ U  SOUP Louisiana II e&, 7 335. see also previous discussion in this affidavit at 7 33. 
Due to time limitationS imposed by the late access given to me to the idonnation generally, a desire to complete 

the afiidavit by May 4,2001, and my absence for several days due to medical reasons, follow-up queries for fitrther 
supporting detail and fiather idonnation for QCC were not made while still on site. I intend to request accessto 
this idormation and provide my analysis in a supplement to my affidavit. 

26 



Cory w. sktuzalr 
AT&T 

May 4,200 1 
WS4-ATT-CwS- 1 

an audit trail” and to allow the FCC to “evaluate compliance with the Commission’s rules and to 

facilitate the detection of potential anticompetitive conduct.n72 

(w Results of Follow-up Testing of 272 Affiliates’ Expenses 

55. Followhg are specific problems and items of interest discovered during my 

follow-up testing of Qwest LD’s and QCC’s expenses. 

56. From a review of w e s t  LD’s website, it appears that transactions between Qwest 

LD and Qwest after J a n w  1,2001, are M) longer posted. Given that Qwest LD will be merged 

into QCC in May, 2001 and become one entity, it is of concern that no public postings of Qwest 

LD’s transactions will be made af€er December 31,2000. The FCC clearly mandates that the 

section 272 affiliate must provide detailed written descriptions of transactions posted to an 

Internet home pas.  

57. As was noted in my initial testing, there continues to be long periods of time 

before a specific or “billable” transaction is paid by the section 272 affiliate. Also, these specific 

transaction amounts are being expensed as they are being paid rather than being accrued in a 

timely manner - even when two years are implicated. The problem of not timely recording 

transactions and accruing amounts, espeCiaUy at year-end, does not appear to be isolated. In this 

follow-up, and in prior testing, I found many examples of this and it appears to be the mutated 

accounting policy. Because the section 272 affiliate is receiving very genemus extended 

payment terms, it is receiving preferential, and thus discrimhtory, treatment to the extent that 

such terms and conditions are not extended to other companies. Further, filum to post in a 

‘I AS has been pffviously mentioned, the FCC has looked to the mainbnance of an audit trail of past postiugs as 
&tiod of compliance. See SBC Tsros order, 1 404. 

SBC Texas Odb, 7 405. 
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timely manner and accrue specific transactions casts doubt on the validity of the internal 

accounting system and the reporting results generated fiom such a system and hinders a proper 

examination of actual activity by interested parties and the FCC's investigation into compliance 

58. Specific examples of failure to accrue and untimely accounting include: 

a. One of my selections was [PROPRIETARY: XXXXXXXXX 

1-7 These amounts should have been accrued at 
year-end 1999 and such payment is not timely. 

b. More egregious were two invoices I pulled and bpected corresponding to 
[PROPRIETARY - -- These amounts should have bem 
accrued at year-end and payment is not timely. 

c. Corresponding to posted work order MMLDO39, I pulled and inspected 
[PROPRIETARY 

] Again, accounting is not being 
accomplished in a timelymannex. The accouIlting also violates section 5 
of the web-posted work d e r  that mandates billing "on a minimum of a 
quarterly basis." Finally, as will be discussed in more bfail in the section 
below discussing past history, in February 2001, the FCC found this 
calling card program to be a provision of in-region, interLATA service 
and to be a violation of Section 271. 73 Thus, Qwest LD was directly 
involved in the provision of in-region longdistauce service prior to 
section 271 approval. The FCC looks to past and present behavior as the 
best predictive indicator of future compliance with section 272. 

* A T&T &rp. v. US WEST Communications, Inc., File No. E-97-28, DAOl-4 18, Memorandum Opinion and Order 
(rel. Feb. 16,2001). 
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59. I was unable to trace one of the invoices, corresponding to a selected tag number, 

into the web-posted work orders. For example, on [PROPRIETARY XXXXXXXXXXX 

j Thistransactionpurported$ocorrelatetothe 

work order for Card services. I traced to that posted work order, numbered MMLDO39, and I 

could not see where that work order covers this hmsacta ‘on. This casts doubt on the validity of 

Qwest’s chosen method to post blanket work ordm and service agreements to represent its 

actual specific tramactions and underscores the need and importance for Qwest and QCC to post 

the specific transactions to the website. 

60. One of the billable amounts I selected off a summary sheet was in the amount of 

[PROPRIETARY: 

i The question arises as to the 

independence of these employees and whether safeguards are sufficient to prohibit idormation 

flows between Qwest and QCC. Pursuant to section 272(b)(3), QCC and west am required to 
have separate employees. It is ATBtT’s position that where! a Qwest employee is dedicated to 

QCC, that employee is not a separate employee. This also demonstrates why simply checking 

payroll lists is inadequate. 

6 1. The FCC rules require that a statement be available certifying that an officer of 

the BOC has examined postings to the website and such are true and accurak. I examined 

certification statements for QCC and Qwest, on file at Qwest, and noted that both were signed on 

March 20,2001, by Robin Smliga, a Senior Vice President of Qwest. However, when I compare 
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that name to a listing of QCC’s and Qwest’s Officers and Directors in the testimony of Ms. 

Bmting filed 10 days later,“ Ms. Szeliga is not to be found. This raises a doubt as to the 

validity of the Officers and Directors lists in QCC’s testimony and whether Qwest and QCC 

have a valid certification statement on file. 

1. FoIlmUp Testing on the 272 AfEliates’ Revenues for Servicea Provided by the 
A)lc’JiatestoQ?Kest 

62. It should initially be noted that the FCC makes no distinction in its disclosure 

rules between a section 272 affiliate’s expenses versus its revenues. The rule applies to 

‘ ~ c t i o n s . ”  Thus, testing and review of the section 272 affiliates’ revenue side is appropriate 

and necessary.75 - 

63. For the follow-up testing of the d o n  272 affiliates’ revenues (payments fram 

Qwest to the d o n  272 affiliates for services provided by the affiliates), I first revisited the 

testing done on my initial on-site review in August, 2000. At that time, no information was 

made available to test and review payments from Qwest to Qwest LD for services provided by 

2. prpcedures to Follow-Up Testiag for Revenues of Q p s t  LD and QCC 

64. For my follow-up testing, I received and reviewed billing detail of payments 

made by Qwest to *est LD (revenues of Qwest LD) for the years 1999 and 2000. 

65. As was previously noted, under sub-section G of my testimony, I did not receive 

any detail of payments made by Qwcst to QCC (revenues of QCC) for services provided by QCC 

” Brunsting’s Midavit, Exhibits JLB-5 and 6. 
” Indeed, one of the re880118 that the FCC applies its affiliate transaction d e s  to transactions between J3OCs and 
section 272 affiliates was to detect and protect against the flow of subsidies. See Accounting safeguards Chrier, l6 176. 

See 1 39 and accompanying htnotc of my affidavit 
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for the year 2 0 0  1 in the QCC binder that was given to me. Nor did I receive any QCC financial 

66. I reviewed the Service Agreements (SA) and related “task orders” (which 

signifies seMces provided by the section 272 affiliate to Qwest) for both Qwest LD and QCC. 

3. Resdts of Follow-Up Testing for Revenues of Qyest LD and QFC 

67. Following are specific problems and items of interest discovered during my 

follow-up testing of Qwest LD’s and QCC’s revenues. 

a. Due to the lack of billing detail or financial statements, I cannot determine if QCC 
received any payments fiom Qwest far 2001. At a minimum, lack of an audit trail 
hindem the ability of Qwest and QCC to comply with the public disclosure rules 
of section 272(b)(5) and the fdure to post a sufficiently detailed description 
impairs the FCC’s ability to evaIuate compliance with the FCC’s Bccounting 
safeguards which, in part, are designed to detect and protect against the flow of 
improper subsidies. 

- 

b. On QCC’s website, under “Services Agreement”, or SA, ;here are listed 3 Task 
orders. Task Order #2, which provides for the leasing of transport capacity on 
QCC’s fiber optic network, estimates amud revenues of $464,484 to QCC for the 
leasing of transport capacity at $38,707 per month. As billing is suppose to occur 
on a monthly basis, my failure to see any revenue billing detail may mean that 
@est is receiving preferential billing treatment or the internal accounting system 
is klky. 

c. Also under QCC’s SA,perTaak Order# 1, Qwesthas contracted for QCCto 
provide financial services, which include ”financial analysis, financial advice, 
budgeting, accounting, and payroll support” in the amount of $4OO,OOO per year. 
The Commissions should question the rationale behind this task order, or the logic 
8s to why Qwest would find it necessary to contract with its section 272 sate 
for such financial services. The inquiry into the rationale is magnified whm 
QCC has contracted (see QCC’s Work Order - Finance Services on the website) 
with Qwest to be provided for almost the same services. Such circular servicing 
may be a vehicle to provide reinvesting to QCC and subsidize &lure losses on its 
long-distance offerings. It must be further noted that QCC states that its 
“accounting and finance functions are performed on behalf of the section 272 
diliate by Qwest Services Company.”77 Thus why would a task order be 
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necessary for the provision of financial services by QCC? There is much 
inconsistency on the provision and receiving of financial Senrices. The 
Commissioners should inquire and investigate and determine if safeguards are 
being circumvented. 

d On w e s t  LD’s website is listed Task Order # 9901 for cad services pertaining to 
the 1-8WUSWEST Calling Card products and Qwest LD’s provision of 
network design, development and maintenance, product design and management 
and product and market development. As was discussed above, the FCC found 
this calling card scheme to be an illegal venture into in-reghn, interLATA long 
distance. Thus, any revenues received by Qwest LD, and now QCC with the 
imminent merger, under this scheme were ill-gotten. 

e. I reviewed accounting detail supporting Qwest LD revenues. For the fkst six 
months of 2000, most of the revenue came fiom [PROPRIETARY: “XXXXX 

- 
No explanation was 

provided in the detail as to this dramatic change. Due to the FCC’s concern as to 
the detection and protection against flows of subsidies, the Commission should 
inquin of Qwest about this revenue stream, what it ccmsists of, where it went to 
and whether QCC is now the recipient of it. 

f. I was unable to determine, fiom the detail provided, the reason for a billable 
amountlaccounting entry in June, 2000. [PROPRIETARY: XrCXXXXXXX 

iDUet0 
the FCC’s concan as to the detection and protection against flows of subsidies, 
the Commissioners should inquire of Qwest about this revenue amount. 

4. Issue: What is a %ansaction? 

68. Qwest has adopted the approach of the former U S WEST in choosing to report 

documents they collectively call “agreements” rather than individual transactions. This approach 

does not rise to a summary of the transaction, let alone a detailed description that would permit 
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the FCC to determine if such transactions are nondiscrimi~tory.’~ Qwest states that the public 

inspection requirement of section 272(b)(5) “is to determine that such transactions are conducted 

in compliance with FCC accounting nrid8.”79 The FCC would be unable to determine 

compliance with their accounting des  if specifically accounted for transactions are not posted. 

69. Full disclosure must include a description of the rates, terms, and ConditioIlS of all 

transactions, 8s well as the frequency of recurring transactions and the approximate date of 

completed transaCti~ns.~ It is not sufficient to post an agreement with the terms and conditions 

on the website and leave it at that. It appears that w e s t  hasattempted to comply with the 10- 

day posting requirement on the separate affiliate website by posting the new master agreements 

within 10 days of their execution. 

70. AT&T believes that a transaction is an event that captures a discrete accounting 

activity. Based on observations while conducting my testing, Qwest LD tracks billable activities 

which, in tum, can be traced to invoices. Either the billable activity or the invoice, if it only 

contains one activity, should be the transaction and should be publicly reported and disclosed. If 

Qwest would post this type of lmmction, as incurred and not just when paid, within the required 

10 days, then compliance with sedion 272(b)(5) could be properly determined, As it is now, 

failure to post actual transactional details means that Qwest fails to comply with section 

272(b)(5). Further, this type of specific transaction posting would allow deterrmna * tionstoh 

’’ The FCC has held that “our hterpmtation of section 272 (c Xl) as a flat prohibition against discrimination will 
work in conjunction with the d o n  272@X5) disclosure requirement to deter d ~ ~ m p c t i t i w  behavior.” 
Implementation of tire Non-Accounting S z f W n i s  of Sections 271 and 272 of the Conumrnicationr Act of 1934, as 
a d ,  cc Docket NO. 96-149, First Report and Order, FCC 96-489 (d. Dec. 24.19%), 1 324 (’’Nom 
Accounting &if* onld3. 
79 Schwartz Affidavit at 15. 

its obligatjom where it disclosed only basic contractual terms of its agreements while withholding the actual 
transa&onal detsils. 

Also see BelWth L~~isiana II W,  7 337. In that o h ,  the FCC found that Befisouth =led to cornply with 
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made of errors and departures fiom GAAP and contravention of FCC safeguards, such as 

whether specific transactions are occurring in a discriminatory fashion. 

A. Section 272(b)(5) - ‘‘Am’s Length” Requirement 

71. The second requirement of section 272(bX5) is that all transactions between 

Qwest and Qwest LD, and Qwest and QCC, must be negotiated at “arm’s length” and include the 

recording of a transaction’s cost in accordance with a specified hierarchy of valuation 

methocio€ogies.8* 

72. Given the results of the on-site reviews conducted by AT&T, it is difficult to 

determiue if transactions comply with the “armrs length” and cost valuation requirements. 

Because Qwest fails to comply with section 272(b)(5), it is impossible to if there is 

compliance with the “ann’s length” r e q h e n t  

73. QCC’s Service Agreement with Qwest, posted on its website, contains Article 10 

“Noticesyy which directs that all written notices, demands or other communications are to be 

made to the other party’s address. Listed for QCC and Qwest are the exact same address, same 

suite and same organization. As both entities aflhmatively state that all transactionS will be 

conducted at arm’s length and the two companies are to operate independently, it is curious to 

find such a close affinity. 

B. section 272(c )(2) - Accounting Principles 

74. Whereas the requirements of section 272(b) apply to Qwest LD, section 272(c)(2) 

applies to Qwest and can be viewed as a companion to the section 272(b)(2) accounting 

requirements for the section 272 affiliate. This section requires Qwest to 8ccouIkf for all 

’’ Bellsouth Louiriana I’ order. 1 339. 
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transactions wi th  Qwest LD and QCC pursuant to accounting principles designated or approved 

by the FCC. As was mentioned in the initid on-site testing discussion of this affidavit, AT&T 

was unable to r edew the supporting detail for receipts of money fiom Qwest to west LD. 

These affiliate transaCtions, for 1999 alone, totaled almost $29 million. In my follow-up testing, 

I was presented with monthly accruals of these amounts, which I attempted to trace into 

corresponding task orders. Payments from Qwest to Qwest LD, and now to QCC, should be 

subjected to close scrutiny because of the potential for improper subsidization.82 

75. ~n determining Qwest's compliance with this section, AT&T would suggest that 

the following it- be scruthizeck 
- 

a Because Qwest has fded to properly disclose specific tramadions between it and 
QCC/Qwest LD, a full evaluation of the compliance of affiliate trans'actioas can 
not be auxmp1islwi" 

b. Theodytnmmt~ 'om between w e s t  and QCC/Qwest LD that are accounted for 
as "affiliate transaca 'ons" are those involving payments." mere is a concem that 
transactions not involving the exchange of money may occur and not be 
accounted for and reported, 

c. In its previously filed affidavit, Qwest presented testimony regarding an audit 
opinion rendered on its affiliate tmmact~ 
transactions, and a review is not the same as an audit in scope or opinion. In its 
March 30,2001 affidavit, Qwest focuses on the audit of its ARMIS p but 
admits that the auditor's compliance statement is "general in nature''. Also, the 
audit relates to the ARMIS data, which includes only summary Wormation about 
transactions with Section 272 affiliates." Thus, the audit that Qwest discusses is 
not an audit specifically of the section 272 affiliate and its specific transactions. 

The auditor6keviewect~ the 

One reason that the FCC applied its existing affiliate transaction rules to transactionS between BOCs and section 

BellSouth Louisiana II W, 1 340. 
Qwest Responst to AT&T Data Request No. 17. T h e  procedures for capturing affiliate transactions include 

downloading d l  payments to and payments from affiliates from the company's financial systems." 
Iu S c h m  Affidavit (July 31,2000) at 24. 
86 S c h m  mdavit at 34. 
* Bell A t lank  New York Mer, 
compare the 

272 affiliates was to detect and protect a g a h  flows of subsidies. See Accounting SafeguamIs Ordkr, q 176. 

41 1, n. 1268. It appears that the FCC revirn the ARMIS data and CAMS to 
amount of f i a t e  transactom. 
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d. Qwest further states that the filings of its 10K report and its Cost Allocation 
Manual (“CAM”) together with the annual audit “provide assurance that the BOC 
accounts for all transactions in accordance with the accounting principles 
approved by the FCC.” The FCC has stated that an audit of a BOC’s CAM 
information and iance with section 
272(cX2).*’ 

VII. NONDISCRIMINATION SAFEGUARDS OF SECTION 272 

76. Until AT&T is provided an opportunity to lllyreview the supporting detail for 

the Qwest to QCC, AT&T cannot veri@ Qwest’s compliance with section 272(c)(2). However, 

what little assurance Qwest has provided is inadequate to demonstrate compliance with this 

section. 

A. Sec 272(c ) (1) - Nondiscrimina tiOQ 

77. As was the case with the accounting safeguards section immediately above, 

section 272(c)( 1) establishes requirements for the BOC. Under this section, a BOC must provide 

to unaffiliated entities the same goods, services, ikilities, and idormation that it  provides to its 

section 272 affiliate at the same rates, terms, and conditions. In other words, Qwest is required 

to treat unaffiliated entities as it treats Q C C . ~  

78. Aprima facie case of unlawful discrimination undex this section is established if 

it can be shown that a BOC has not provided an unaffiliated entity with the same goods, services, 

facilities, and information that it provides to its section 272 affiliate at the same rates, terms and 

conditions?’ Neither can the BOC use a third affiliate to provide services to the section 272 

* ?  
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0 

0 

affiliate to circmvent the requirements of this section. To do 50 would create a loophole around 

the separate affiliate requirement.” 

79. *est provided copies of documents between a third affiliate known as 
\/ 

U S WEST Advanced Technologies (“AT”) and other Qwest affiliates?3 Among the agmment 

or project reports provided were sev&tween AT and Qwst LD. AT&T ‘believes that 

several of the services provided by Ad for Qwest LD constitute d i m  ‘on in the provision 

of information and the development of new services. Failure to also offer such services and 

I 

i 

information to an unaffiliated entity constitutes noncompliance with this section. 

80. Included in these reports were the following projects, with pertinent wmments, 

where the long distance affiliate was the client or the project had implicatims for west LD 

[PROPRIETARY 

a. 

C. 

9z The FCC repeatedly has made clear that the affiliate transaction rules govern “chain transections” when an 
unregulated affiliate stands between the BOC and the section 272 affiliate in the provision of assets, iufonnatioa, or 
services. Accounting S a f w i r &  order, fi 183,251; Nondccounting SafestcanLp O&r, 1 309; Amrifech 
Michigan O&r, 7 373. Because West and QCC are both subsidiaries of mest Services Corporatioa, one must be 
especially careful that QSC is not uscd to get ammd the nondiscrimination provisions. 
93 Responst to AT&T Data Request No. 16, Confidential Attachment C, Books 1 & 2 (the “Montana A!liliatc 
Interest Reports filed with the Montana Public Service Commission in 1999 and 2000 for tramach ‘om in 1998 and 
1999, nspectively.” 
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d. 

e. 

f. 

h. 

i. 

e 

a 

a 
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k. 
END PROPRIETARY] 

By providing these services to Qwest LD and not to other unaffiliated entities, Qwest is violating 

the provisions of Section 272(~)(1). 

8 1. The FCC noted a number of items that it reviewed to determine if BellSouth was 

meeting its nondisCrimination obligatioaH The items that Qwest has not provided any 

information on are BS follows: 

a. 

b. 

C. 

d. 

e. 

f. 

g. 

82. 

Qwest has not stated whether it will inform QCC of planned network outages 
before public notice is given pursuant to FCC rules. 

m e s t  has not stated its cod tmen t  to continue participating in public standard- 
settingbodies. 

Qwest has not stated that it is committed not to discriminate in favor of west LD 
in the “establishment of standards relating to interconnection or intempmbility of 
public networks.” 

Qwest has not stated that it would not discriminate in the processing of PIC 
Orders. 

Qwest has not stated that it would comply with the FCC’s prohibition against the 
use of its Official Services Network to provide hterLATA services. 

The number of Qwest LD’s or QCC employees, who are former employees of 
Qwest, and vice versa, creates a concern that there will be an improper flow of 
confidential information between the two entities. 

Finally, Qwest has not yet proved that it will provide nondiscriminato ryaccessto 
its OSS. 

In addition, Qwest discussed the process involved in offering new services that 
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QCC requests.* However, Qwest has not stated whether a QCC representative is on the 

compliance advisory board involved in the process. To the extent that QCC is represented on the 

. .  compliance advisory p u p ,  Qwest is not meeting its n o n d i m  ‘on obligations. QCC should 

not be involved in the process. 

B. See. 272(e) - FuEllmeat of Certain Requests 

83. This section provides for certain requirements in the provision of exchange 

service (Le. local service) and exchange access services (Le. switched access sercrices), and 

specifically mandates imputation for the BOC’s own provisioning in subsection 272(e)(3) and 

mandates nondisCrimination in the provisioning of hterLATA or intraLATA hcilities or 

services to its 272 affiliate in subsection 272(e)(4). 

84. Qwest simply states that it “does not and will not discnininate in favor of the 272 

Affiliate in the provision of telephone exchange sen-ice or exchange access.”% This mere 

summarization of the rule is more than what QCC has offered, which was nothing. Section 

272(e) applies to both the BOC and the affiliate. Neither entity has demonstrated or provided 

evidence, beyond mere words, to allow the Commissions to make a predictive judgment as to 

compliance with this section. 

85. The mandate in 272(e)(3) is of heightened importance given the recent order 

issued by the Kansas Corporation Commission. The Kansas Commission has recently opened a 

docket, on its own motion, to investigate whether the rates and practices of Southwestern Bell 

Communications (“SBC’) and the 272 affiliate (“SBCS.’) in offering long distance services are 

95 Schwartz Affidavit at 30 - 31. 
% Id. at 38. 
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unjust, unreasonably discriminatory, or unduly  referenti id.^' The Commissions should review 

and use this section as a safeguard against anti-competitive pricing that will result in price 

squeezes. 

86. The Kansas Commission further agreed to investigate allegations that prefbmtial 

pricing from Southwestern Bell Telephone Company (“SWBT”) was occurring where access 

revenue was being collected by SWBT and then reinvested in SBCS to allow the latter to price 

long distance at or below cost.%  his method ofpreferential pricing implicates Sextion 

272(e)(4), which requires that services or facilities must be “made available to all carriers at the 

same rates and on the same terms and conditions, and . . . the costs are appropriately allocated” 

It is worth repeating that the section 272 standards for compliance are set out in the FCC’s 

Accounting and Non-Accounting Safeguarh Orders, which were designed to “discourage and 

facilitate the detection of improper cost allocation and cross-subsidization between the BOC and 

its section 272 affiliate.”* 

D 

87. Qwest has already displayed its intent in its filing to obtain pricing flexibility for 

its intraL,ATA toll services in the State of Colorado. Qwest applied for the prematme 

elimination of the requirement to impute switched mess  rates into the price floor for the 

provision of intraLATA toll services, The Colorado Commission, in rejecting th is  application, 

wisely staw 

Before we eliminate the current imputation requirement for switched access, 
Qwest musf demonstrate that there are comparable (in quality), widely-available, 

~ ~~ 

Order on Petitions to Intervene, Emergency Motion fbr Suspension of Specific Rate Tianfs, and Petition fot  
Reconsideration or Modification, Docket Nos. 01-SBLC-693-TAR, Ol-SBLC-323-TAR, and OI-SBLC-594JAR. 
911 Id. at 17. 
99 Application of Verizon New England I . . ,  Bell Atkmtic Communications, Inc. ( W a  Veriron Long distanct), 
NIuExLong Distance Company ( W a  Verizon Enterprise Solutions) and Vaizon Global Network I . . ,  For 
Authorization to Pmvide In-Region, InterUTA se7vices in Mospclclruseits, CC Docket No. 01-9, Memorandm 
Opinion and Order, FCC 01-130 (re]. April 16,2001), f 226 (“Verizon 271 order“). 
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economically-feasible, and priceconstraining alternatives to Qwest’s switched 
access services. loo 

88. Qwest states that the requirements of section 272 are “designed to prohibit anti- 

competitive behavior, discrimination, and cost shifting.”’o’ From a review of the section 272 

affiliate website it is apparent that Qwest is, and will be, performing many functions for QCC. In 

pricing its services, the Commissions should mandate that QCC include the long-run incremental 

costs associated with these functions in the price floor and impute tariff rates for access charges 

and other tariffed services.’02 

89. Given the current environment where the conventional wisdom is that toll service 

will soon be bundled, below cost or free, with high-end data service, the Commissions should 

assure themselves, as Colorado did in the switched access imputation case, that west and QCC 

will adhere to the provisions of section 272(e) by implementing the suggestions listed in the 

paragraph below. To not do so may invite a “Kansas scenario” where the Kansas Commission 

finds itself in an investigation docket a month after the FCC permitted SBCS to provide long 

distance service. 

90. The FCC has provided guidance in several of its past orders as to what evidence it 

will look at in determining compliance with this 

orders, Qwest’s evidence is lacking in the following respects. 

Based on a review of past FCC 

a. Qwest and QCC did not provide specific performance standards for measuring its 
requirements of section 272(e)(1). 

O0 Application of U S West Communications , Inc.. for the Commission to open an inWStigat0i-y dockt to eliminate 
on an expedited basis the requirement that U S West impute switched access rates into the price floor of its 
inftauTA long distance service., Decision Denying Exceptions, Adopted January 24,2001, Docket No. 00A-201TY 
Section 5, at 13 (emphasis added). 
lo’ Id. at 2. 

For example, a QCC work order for the “Sales of QCC Products and Services”, that includes Qwest’s service in 
s e l k  OCC‘s out-of-region long distance, is estimated to cost QCC over S 3 milliodycar. It would be expected that 

I 

such & would be inclided inGQCC’s price floor so that it is i t  offering long distamx services below &t. 
lo’ See generally, BellSouth Louisiana n-order, Bell Atlantic New York Order. 
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b. 

C. 

d. 

e. 

f 

Qwest has yet to prove nondiscriminatory access to its OSS, and this may result in 
a finding that Qwest does not comply with Section 272(e)(1). 

Qwest has failed to make a showing that it will impute to itself rates for exchange 
service and exchange access. It has merely restated the requirements of section 
272(e)(3). 

There presently is no performance measure or measures for access. west should 
be required to develop such a measure or measures, obtain approval of the 
measures, and demonstrate that it is prepared to collect and report this data 

AT&T also believes, especially given the recent developments in Kansas and the 
Commission's ruling in Colorado, that a concrete statement needs to be made by 
Qwest that imputation will be implemented for all Senrices, which includes 
interLATA and intraLATA long distance services, in order to l l l y  comply with 
the nondiscrimination requirem~nts.~~~ 

Qwest has made no affirmative assurance that it will maintain records tracking the 
quality of Senrice to QCC for telephone exchange and exchange access 
services,'06 nor whether such will be posted to its website. 

VIII. TO INTMARKETIN G REOUIREMENTS AND ISSUES: Section 272k) 

Aoverview 

91. Qwest is allowed to jointly market with QCC, but with certain restrictions, The 

restriction that this affidavit focuses on is contained in section 272(g)(3), which provides that the 

joint marketing and sale of services permitted under subsection (g) shall not be considered to 

violate the nondiscrimination pvisions of section 272(c). The FCC clarified this subsection in 

its Non-Accounting safesucrrds Order 

Some of the activities identified by the parties appear to fhll clearly within 
the scope of section 272(g)(3) and hence would be excluded fiom the 
section 272(c) nondiscrimination requirements. For example, activities 
such as customer inquiries, sales functions, and ordering, appear to 
involve only the marketing and sale of a section 272 affiliate's services, as 

IO1 Schwartt Affidavit at 38. 
Note that BellSouth stated that i f  its section 272 affiliate used excbge acocss for the proviSion of its own 

service, BST (the BOC) would impute to itself the same amount it would charge an d a t e d  htcrexchaage 
&er. BeUSouth Louis ia~  II &fer, f 354. 
'06 Verizon 271 e, f 230, n 746. I) 
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p d t t e d  by section 272(g). Other activities identified by theparties, 
however, a p p w  to be beyond the scope of section 272(@, because they 
may involve BOC participation in the planning, design, and development 
of u section 272 afiliate’s oflm’ngs. In our view, such activities are not 
covered by the lpection 272(& exception to the BOC’s nondiscrimination 
 obligation^.'^' 

92. Ms. Brunsting and Ms. Schwartz, in their afidavits, provide broad, Vague and 

brief assertions as to QCC’s compliance with section 272(g) and rely heavily on the Bellsouth 

South Carolina Order. Ms. Schwartz states that “. . . it is critical to recognize that once the BOC 

obtains section 271 approval, the BOC and the 272 Affiliate may jointly market services Without 

regard to the nondiscrimination provisions of section 272(c).”’08 Significantly, there is no 

discussion in the Qwest affidavits, nor in their data request responses, of the FCC’s restrictims 
I 

on the BOC providing product design, planning andor development services. 

93. A more thorough explanation of its marketing practices should be mandated of 

Qwest based on the unrestricted joint marketing that has impacted the competitive lan- in 

New York and Texas,1o9 and on Qwest’s (and the former U S WEST’S) current policy and their 

combined past history. Qwest should not be allowed to use the cloak of secrecy, especially 

regarding marketing scripts, provided by the BellSouth South Carolina Order, to shield how its 

joint marketing will impact the competitive landscape in its 14-state region. 

B. Joint Marketing Restriction Violations. 

94. Based on my review of Qwest’s Master Services Agreement and related Work 

lar See Non-Accounting Saf-rh Or&, 9 2% (emphasis added). 
IOB Schwartz Affidavit at 40. 
on its we- ”public ~ o l i c y ~  page, ~ w e s t  boasts ofthis and states:  he response to verizon’s and SBCS 

entry into the longdistance market is astounding. tn six months, more than one million customers in New York have 
signed up with VerizOn’s long-distance service. SBC is signing up cwornersjust as fast in Texas.” Such statements 
and Statistics u n d m r e  the incredible advantage the local monopoly BOC has once section 27 1 approval is g m t d  
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Orders posted on the Internet, Qwest is providing product planning, management and design 

functiom for Qwest LD. Exhibit D (Marketing Services) to Qwest's Master Services Agreement 

states that the following services will be provided to @vest LD 

a 

b. 

C. 

d. 

e. 

f. 

g. 

h. 

95. 

Identification of strategy and implementation of employee programs and event 
marketing including major customer promotions, trade shows and corporate 
sponsorships. 

Identification, development, presentation, implementation and/or m f d  of sales 
opportunities to customers on behalf of USWLD. 

Development of proposals, if needed. 

Provision of tactical and strategic plans for existing and new USWLD 
productdservices. 

Identification, development and recommendation of sales plans for multimedia 
services to customers on behalf of USWLD. 

- 

Development, production and distribution of marketing promotional mawhls to 
customers on behalf of USWLD. 

Product marketing for card services associated with launch activities including but 
not limited to, advertising, customer communication and f d a c k ,  product 
integration and vendor relationships. 

Market intelligence and Decision Support. 

The provision of referrals to Qwest LD in (b) implies that Qwest will market 

Qwest LD services to inbound callers. To balance the BOC's right to jointly mark& the services 

of its section 272 affiliate, the FCC stated"o that the BOC must also fulfill the equal access 

requirements of section 25 1 (g) described in the Non-Accounting Safeguards order. l1 ' Qwest 

must inform callers that they have a choice of long distance carriers and offer to read, in random 

order, the names and, if requested, the telephone numbers of all available interexchange carriers. 
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96. The other services provided by Qwest to Qwest LD either explicitly or implicitly 

involve Qwest in the planning, design, and development of Qwest LD’s offerings. On its 

website, a Work Order for Card Services to be sold by Qwest LD has been posted.”2 This Work 

Order describes in detail the product p l d g  and management functions that will be provided 

by Qwest to help launch this product. In fact, Qwest specifically states that product management 

services include: “defining, coordinating, and implementing strategic product plans by market 

segment . . .,” “designing, implementing and maintaining product and pricing reference tools;” 

“managing product enhancements,” and “managing product design and development.” 

97. As noted previously, the FCC specifically held that planning, design and 

development activities were not exempt from Qwest’s nondiscrimination obligations under 

section 272(c). Provision of these services demonstrates a discriminatOry relationship between 

m e s t  and its affiliate. Qwest has not in the affidavits filed by Qwest and QCC, and likely 

cannot, show that it would provide similar services to a non-affiliate. 

98. [PROPRIETARY: 

. 
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XXXXXX ENDPROPRIETARYI 

99. M y  review of the joint marketing agreement with Qwest Wireless ("QW") on 

Qwest's website disclosed the following description of services to be performed by Qwest: 

The Services to be performed by USWC on behalf of USWW may include any or 
dl of the following: sales, sales prospecting, servicing of wireless customas, 
order processing, problem resolution, staff support, compensation processing, call 
volume tracking and updates, call handling, and other areas as needed. 

100. The joint marketing agreement also states that, "All product development, 

management, pricing, placemen4 and promotion, for stand-alone wireless products and services 

are the sole responsibility of USWW." By comparing the list of Seryices provided to QW to 

those provided to Qwest LD, it is obvious that the scope of services pmvided to west LD is 

much more extensive and [PROPRIETARY: 

END PROPRIETARY 

101. The services provided to Qwest LD do not fall under the definition of sales or 

joint marketing and therefore are not exempt fiom section 272(c)'s non-disaimhtion 

requirements. Managing product development, design and execution of marketing plans, 

conducting competitive intelligence, market segmentation, implementation of product platforms 

and life-cycle management services provided by Qwest are inextricably linked to Qwegt LD's 

ability to offer long distance service. TherefoE, these services should be subject to the non- 

discrimination provisions of section 272(c) 

102. In my follow-up review of the new 272 affiliate's Master Sewices Agreemeat and 

accompanying current work orders on the web page, I no longer could find the items discussed 

directly above. However, there are two interim work orders in the "Expired Agreements - 
I) 
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Transitional Phase" se~tion.''~ One pertains to planning and marketing and the other to product 

development services. 

103. AT&T suggests that the Commissions should determine if QCC will import 

Qwest LD's work orders (especially as to joint marketing) when it merges Qwest LD or if it wil l  

rely on its interim work orders. The Commissioners should elicit fi.om west wha4 its 

unambiguous plans are for joint marketing. 

M. PAST HISTORY AND FUTURE COMPLIANCE 

104. ''Those who do not remember the past are condemned to repat it." This quote is 

especially apt in the context of sectim 272(g). The FCC has stated, ''k]ast and present behavior 

of the BOC applicant provides the best indicator of whether [the applicant) will carry out the 

3 requested authorization in compliance with section 272.""' 

105. In developing a record and determining what weight to give to the evidence 

presented in Qwest's section 271 application, the state commissions and the FCC should look 

through the prism of Qwest's (and the former U S WEST's) rich history of violations Pertaining 

to section 271. Such history should be part of the calculus in determining whether the evidence 

provided by Qwest, QCC and Qwest LD is sufficient to demonstrate that they will comply with 

the requirements of d o n  272. 
I 

I 

106. In September 1999, the FCC found that the former U S WEST'S *'provision of 

nonlocal directory assistance Service to its in-region subscribers constitutes the provision of 

See QCC's specific web page at tr#p~/~.~~comlabout/policyldocs/q 
'I4 Bell Atlantic New York O&r, 1 402. 
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in-regio- htwLATA service as defined in section 271(a) of the Act.””5 U S WEST had 

petitioned for forbearance fkom the requirements of section 272 to provide n o d o c a l ~  

assistance senrice. In essence, U S WEST was attempting to carve out an exception for itselfas 

to the requirements of section 272. 

107. The FCC wrote: “. . . the record indicates that U S WEST refuses to provide 

unaffiliated entities with access to a l l  of the telephone numbers that it uses to provide n d d  

directory assistance service.. .” and “[tlhe record fiuther reveals that U S WEST does not provide 

unaffiliated entities with access to the in-region telephone numbers it uses to provide n o d d  

directory assistance at the same rates, terms and conditions it imputes far The FCC 

recognized that U S WEST had a competitive advantage in the provisioning of directory 

assistance Service by virtue of the fact that it had a “...more complete, accurate, and reliable 

database than its ~ompet i t~r~. ”~~’  

108. In its order, the FCC concurred with ATgtT’s position that “section 272 seeks to 

prevent BOCs from, among other things, leveraging their monopoly over local exchange Services 

into interLATA markets.”118 The FCC recognized that section 272 was a bulwark to prevent a 

BOC such as U S WEST (and now Qwest) fiom unfairly using its daminant position and 

monopoly power to gain an unfair competitive advantage not only in an incidental service like 

directory assistance, but especially with regard to in-region, interLATA service.”’ The FCC 

ordered U S WEST to “make available to unaffiliated entities all of the in-region directory listing 

‘I5 See P & i o n  of U S WEST Communications, Inc. f i r  a Declaratory Ruling Regarding the Provision of National 
Directory Assistance; Petition of U S UZST Communications, Inc. for Forbearana, CC Docket No. 97-172, 
Ivkmrandum Opinion and order, FCC 99- 133 (ml. Sept 27,1999), fl2,63. 
‘I6 Id., 134. ’’’ Id., 1 35. 
‘I* Id., 1 52, n. 11 1. 
‘I9 Id., 1 54. 
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information it uses to provide region-wide directory assistance service at the same rates, terms, 

and conditions it imputes to itself. Thus, to the extent U S WEST charges unaffiliated entities 

for the in-region directory information it uses to provide nonlocal directory assistance on an 

integrated basis, it must impute to itself the same charges.”12o 

109. Furthermore, the FCC concluded that “U S WEST’s provision of nonlocal 

directory assistance service to its in-region subscribers constitutes the provision of in-region, 

interLATA 

110. On or about May, 1998, Qwest entered into two separate business agreements 

with Ameritech and with U S WEST to provide Qwest’s long distance service under their own 

brand names before these two BOCs had gained section 271 authorization to provide in-region 

long distance service. On September 28,1998, the FCC issued its Memorandum Opinion and 

Order, which found that Qwest, the former U S WEST Communications, hc., and Ameritech 

Corp. had violated section 271 by entering into the agreement and providing Qwest’s long 

distance service.122 The FCC wrote: “It is clear on this record that Ameritech’s and U S WEST’s 

business arrangements with Qwest pose the competitive concerns that section 271 seeks to 

address, and we accordingly find them unlawful undex the Act.”1u 

- 

1 1 1. The illegal marketing alliance entered into by Qwest and U S WEST was an 

attempt to flout the plain requirements of section 271 of the Act. Qwest and U S WEST’S 

argument before the FCC basically was that their clearly calculated attempt to circumvent 

Id., f 37 (footnotes omitted). 
Id., f 63. 
See AT&T v. Ametitech Corporation et al., File Nos. E. 

Id., f 52. 
and Order, FCC 98-242 (ml. Oct 7,1998), n38,64. 

4 1, E-98-42 and E-98-43, ..,,morandum and Opinion 
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section 271 should be excused because the marketing alliances would serve the public interest. 

The FCC noted that in its internal strategy sessions, U S WEST recognized the benefits of 

offering a combined package of seMces and began considering how to offer in-region 

interLATA service prior to section 271 approval and quoted one of U S WEST’S admitted goals 

to “[p]reposition customers for U S WEST Long Distance by providing the convenience of one- 

stop shopping.”*24 Upon completion of the negotiations with Qwest to provide its interLATA 

services, U S WEST commenced an aggressive marketing campaign in six of its states which 

included marketing through inbound 

112. The FCC found that the record indicated that U S WEST was actively 

recommenchg Qwest’s long distance service over other IXC’s service (“U S WEST’S marketing 

materials instruct its representatives to encourage its customers to select west over all other 

long distance carriem.~.’~~ 

113. Violations of section 271 are not limited to pre-merger U S WEST 

Communications, Inc. On February 16,2001, the FCC released its Opinion and-er which 

concluded that Qwest was providing in-region, interLATA service in violation of section 271 .I2’ 

Through its 1-800-4USWEST calling card service, the FCC found the following: (1) U S WEST 

was permitted to accumulate “a significant base of customers”; (2) it was enabled to “amass 

goodwill as a full-service provider with its local service customers”; (3) it held itself out as 

providing long distance service through promotional materials; and (4) it controlled ‘‘numerous 

Id., n 14,41. 
€d.,l 16. 
Id., ’1 60. 
RT&T Grp. v. US WhSTGmmunications, Inc., File No. E-99-28, Memorandum Opinion and Order, DAOl- 

418 (nl. Feb. 16,2001) 
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functions, including marketing and customer care, that are typically performed b y  a reseller of 

long distance service.”’28 

1 14. Because of its initial conclusion and findings, the FCC passed on consideration of 

other claims, including discrimination in providing transport services and circumvention of 

section 272 safeguards. 

1 15. Among the evidence that was presented to the FCC was US WEST’S marketing 

tactics of using bill inserts and other mailings aimed at its local subscriber base and exercising 

exclusive control over the marketing ofthe service.’29 

1 16. On April 16,200 1, Arthur Anderson, LLP released its post-merger Report on 

Qwest Communications International, Inc.’s Statement of Management Assertions dated April 

16,2001. The Statement was required by the FCC order approving the merger of U S WEST, 

Inc. and Qwest Communications International, Inc. Attachment I to the Report of Independent 

Public Accountants states that the auditors “noted that the account records of 458 customm 

included prohibited in-region InterLATA service component codes.” Of these, “certain non- 

metered services (e.g., private line services) for 266 customers were billed and branded as Qwest 

services.” The audit report raises questions whether Qwest’s parent was unlawfblly providing 

section 271 long distance services ajler the merger. 

- 

117. If past behavior of Qwest is to be one of the indicators of its compliance with 

section 272, I would offer that the state commissions and the FCC should approach Qwest’s 

offers of compliance with the utmost skepticism. Qwest, Qwest LD (and the former U S WEST) 

have proven in the past that they will scheme to avoid the strictures of the Act. The past zeal of 

lul Id at 130. 
129 Id. at 1 3. 
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these two entities is the best indication of how future marketing under section 272(g) will be 

conducted. The past conduct also provides a scenario of how future compliance will play out 

and the damage tfiat will be incurred to the compefifivc market. 

X CONCLUSION 

118. The difficulty of preventing a BOC monopoly fiom using its power in the local 

exchange market to distort competition in the long distance market is not a reason for laxity in 

the enforcement of these provisions. Rather, section 272, Vigorously enforced, can act as a trip- 

wire, alerting regulators and competitors to the presence of unseen and difficult to detect abuses, 

which can then be investigated. In the context of the present application, the section 272 

requirements serve that function well. The failure of Qwest and QCC to satisfy the obligations 

of disclosure provides ample warning that Qwest plans to give, even at this early stage, cursory 

attention to these obligations. 

119. Qwest has failed to meet its burden of establishing that it and its section 272 

affiliates have and will comply with the requirements of section 272. Based on its titilure to 

show compliance with section 272, Qwest’s request for 8n affirmative recomen&tion fiom the 

Commissions to the FCC for in-region interLATA relief should be denied. 
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VERIFICATION OF CORY W. SKLUZAK 

I, Cory W. Skluzak, being duly sworn, hereby state that I am a Manager of Access 

Management at AT&T to provide expertise on technical matters involved in the above captioned 

dockets. By this Verification, I hereby veri@ the factual assertions as true and correct statements 

to the best of my knowledge and beliet 

F'URTHER AFFIANT SAYETH NOT. 

Dated this 4th day of May 2001. 

Cory w. skluzak 

STATE OF COLORADO 1 
188 
) CITY AND COUNTY OF DENVER 

Cory w. skiuzak 
AT&T 

May 4,200 1 
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SUBSCRIBED AND SWORN TO before me on this 4th day of May, 2001 by Cory W. 
Skluzak, who certifies that the foregoing is true and correct to the best of his knowledge and 
belief. 

Witness my hand and official seal. 

Notary Public 

My commission expk.  
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VERIFICATION OF CORY W. SKLUZAK 

I, Cory W. Skluzak, being duly sworn, hereby state that I am a Manager of Access 

Management at AT&T and that I am providing expertise on technical matters involved in the 

multi-state proceeding. By this.Verification, 1 hereby vaiq that the factual assertjons in the 

May 4,2001 Affidavit of Cory W. Sklumk Regarding Section 272 are true and comect 

statements to the best of my knowledge and belief. 

FURTHER SAVETH-NOT. 

Dated this 21st day of June 2001. 

h 

STkTE OF COLORADO 1 
)sJ 5 

CITY ANI) COUNTY OF DENVER ) 

SUBSCRlBED AND SWORN TO before me on this 21st day of June 2001 by Cory W. 
Skluzak, who certifies that the foregoing k true and correct to the best of his knowledge and 
belief. 

Witness my hand and official seal. 

V 

My commission expires: 
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In the Matter of the Investigation into 
U S WEST Communications, Inc.’s 
Compliance with 8 271 of the 

Seven State Collaborative 
Section 271 Workshops 

SUPPLEMENTAL AFFIDAVIT OF CORY W. SKLUZAK 
REGARDING SECTION 272 

(PUBLIC VERSION) 

AT&T Communications of the Mountain States, Inc., AT&T Communications of the 

Midwest, Inc. and AT&T Local Service on behalf of TCG Utah (collectively “AT&T”) hereby 

submit this Supplemental Affidavit of Cory W. Skluzak for the Fourth Set of Workshops on 

Track A, Public Interest, section 272 and General Terms and Conditions. Specifically, this 

Supplemental Affidavit Will address section 272. 

I. AFFIANTAND SCOPE 

1. My name is Cory W. Skluzak and I previously filed an updated Affidavit in this 

docket on section 272 matters on May 4,2001. 

2. This Supplemental Affidavit addresses the results of, and findings h m ,  a 

supplemental on-site review of financial records conducted subsequent to the May 4 filing. This 

Supplemental Affidavit further addresses responses to supplemental data requests served on 

Qwest Corporation (“Qwest” or “QC”) on April 23,2001. 

3. This Supplemental Affidavit focuses on why Qwest and QCC fail to comply with 

the structural, transactional and accounting safeguards of section 272(b) and 272(c)(2). In 

addition, I revisit whether QCC is truly a separate affiliate under section 272(a). 

4. This Affidavit supplements the findings and conclusions reached in the May 4, 

2001 Affidavit. Thw, any statements made in this Affidavit, on a particular topic, should be read 

1 



I .  

t / I  

Cory w. skluzak 
AT&T 

May17, 2001 
WS4-ATT-CWS-I Supplemental 

as a conjunct to statements made in the May 4 Affidavit, and should not be read in isolation or in 

a superceding capacity. 

11. SUPPLEMENTAL TESTING OF QCC’S AFFILIATED TRANSACTIONS 
WITH QWEST CORPORATION 

A. BACKGROUND FOR SUPPLEMENTAL TESTING 

5.  In my previously filed Affidavit (“Affidavit”), I stated that I d id  not receive 

certain accounting detail of the specific transactions between QCC and Qwest which included 

detail of payments made by QCC to Qwest (expenses of QCC), detail of payments made by 

Qwest to QCC (revenues of QCC) and financial statements for QCC for any period.’ Due to  the 

failure to receive such detail, I concluded in my Affidavit that testing of QCC’s expenses and 

revenues with Qwest were compromised and no conclusions could be reached regarding specific 

transactions. 

- 

6. Contemporaneous with the preparation of my initial Affidavit, AT&T made a 

request of Qwest on April 30,2001, to provide the needed accounting detail. Qwest agreed to 

make such detail available starting on May 8,2001. My intentions to request and review this 

detail and provide supplemental testimony on it were so noted in my Affidavit? 

B. DETAIL PROVIDED AND PROCEDURES USED FOR SUPPLEMENTAL 
TESTING 

1. For QCC‘s Expenses 

7. For QCC’s expenses (for services provided by Qwest), Qwest made available to 

me a “Summary of QCC Billing in April 2001 [and] Monthly Reconciliation to Section 272 

Affidavit of Cory Skluzak Regarding Section 272 dated May 4,2001 (“Skluzak Afiidavit’’] at 149. ’ Skluzak Affidavit, footnotes 68 (‘Qwest has advised that the information in this paragraph will be made available 
for inspection on or after May 4,2001. I intend to inspect the information and supplement my affidavit”); and 70 (”I 
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PnvPRIETARY: 

XXXXXXXXXXXXX Also provided were copies of the invoices and supporting details, 

including the related posted work order and relevant amendments. 

8. What was not provided were QCC’s “Authorization for Payments” for these 

invoices as they will not be made available until May 22,2001. All of the tendered invoices 

from QC to QCC were dated sometime in the latter half of April 2001. This means that they will 

not be paid until sometime in the latter half of May 2001. These PROPRIETARY: X invoices 

represent services provided by QC to QCC for the period July 2000 through April 200 1, 

generally. The impact of this will be further developed in this Supplemental Affidavit. 

9. Also, QCC’s financial statements were not provided Per QCC’s testimony, 

separate financial statements will not be available until early May.3 Given that QCC’s 

statements are consolidated with Qwest Communications Intemational, Inc.’s (“QCI”) and the 

latter’s statements were made public for the first quarter ended March 31 , 2001, it should be a 

matter of concern to the Commissions as to why QCC’s fkancial statements are not available. 

10. To test QCC’s expenses from the accounting detail, I selected PROPRIETARY: 

XXXXXXXXr(: invoices from the summary sheets and traced to a copy of the invoice and 

supporting docUmentation. From the invoice, I traced to the applicable web-posted work order 

and amendments, if any. 

2. For QCC‘s Revenues 

1 1. For QCC’s revenues (for services providedfor Qwest), Qwest made available to 

me a “Summary of QC Billing in April 2001 [and] Monthly Reconciliation to Section 272 

intend to request access to tbis information and provide by analysis in a supplement to my afidavit.”) 
Affidavit of Judith Brunsting (‘Brunsthg Affidavit”) at 1 I. 
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Website” which contained PROPRIETARY: 

. Also provided were copies of 

something called “affiliate billing forms” with “ASF” numbers and corresponding detail, 

including the related posted task order and relevant amendments. The billing forms, assumedly, 

are what QCC uses to invoice QC for services provided. 

12. To test QCC’s revenues from the accounting detail, I selected all 

PROPRIETARY: andtracedto a 

copy of the “affiliate billing form’’ and supporting documentation. From the billing form, 1 

traced to the applicable web-posted task order and amendments, if any. 

C. 
- 

RESULTS OF SUPPLEMENTAL TESTING AND IMPACT ON 
SECTION 272(B)(5) 

13. Findings from the supplemental on-site testing impact and supplemental data 

requests upon Qwest’s and QCC’s compliance with subsection 272(b)(5) will be discussed 

immediately below and the impact upon other sections will be discussed elsewhere in this 

testimony. 

14. It is worth repeating the following admonition fkom the FCC in making a 

predictive judgment of the future behavior of a BOC under section 272. The FCC has stated that 

it will “look to the past and present behavior of the BOC applicant as the best indicator of 

whether it will carry out the requested authorization in compliance with the requirements of 

section 272.’A Also, “paper promises do not, and cannot, satis@ a BOC’s burden of pr00f.”~ In 

reading this Supplemental Affidavit, I urge that the Commissions keep the FCC’s guidance in the 

Ameritech Michigan Order, 7 347 (emphasis added). 
Id., at 155.  
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forefront on how to judge Qwest’s section 272 compliance. 

1. General Discussion of Supplemental On-Site Review and Supplemental Data 
Requests 

15. I discovered that, alarmingly, QCC and Qwest had not billed any of their 

affiliated transactions for the period July 2000 to present until April  2UUZ.6 Qwest admitted this 

in the documentation provided to me. On the summary sheets were notes that stated 

PROPRIETARY: 

- 

. The implications of t h i s  

on Qwest’s compliance with section 272(c)(2) and other 272 sections are discussed elsewhere in 

this testimony. 

16. Qwest asserts that payments to and fiom QCC “are tracked and reconciled to 

ensure compliance with the requirements of section 272@) [and] the processes for capturing 

transactions between Qwest Corp. and the 272 affiliate are the Same as for all  affiliate^."^ If the 

reconciliation procedures that are uctuully cum’ed out extend to all affiliated transactions, then 

the problem of failing to accrue and timely account for transactions is much more widespread 

than just as to section 272 affiliated transactions. 

This may explain why billable detail of accounting tmsactions was not made available to  me for my previous on- 
site testing; i.e., there was nothing available for my review. It fiutber may explain the failure of Qwest to tender any 
2001 financial statements for QCC. ’ Qwest Response to AT&T Data Request 104. 
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17. As I stated in my May 4 Affidavit, to comply With section 272(b)(5), QCC must 

provide detailed written descriptions of transactions with Qwest, and the rates, terms and 

conditions must be posted on the website within 10 days of the transaction.* Further, the written 

description must be sufficiently detailed to allow the FCC to determine compliance with its 

accounting rules. 

2. Results of Supplemental Testing of Fkpenses of QCC 

18. As was noted in my initial Affidavit, there continues to be long periods of time 

before a specific or “billable” transaction is billed, and consequently paid by QCC. Also, the 

unstated accounting policy continues (fiom Qwest LD and now to QCC) that there are no year- 

end, and certainly no month-end, accruals of expenses. This is because billable amounts are - 

being expensed as invoiced. The importance of this is that when QCC receives very generous 

extended payment terms, it is receiving preferential, and thus discriminatory, treatment to the 

extent that such terms and conditions are not extended to other companies. Qwest asserts that it 

is well aware that nondiscrimination requirements extend to any good, service, facility or 

information that it provides to QCC? However, this is a “mere paper promise”, as what is 

actually occurring are such things as the extension of very favorable payment terms and the 

failure to post work orders within a lO-day period. 

19. The failure to account in a timely manner and accrue specific tmnsactionscasts 

doubt on the validity of the internal accounting system and the reporting results generated from 

such a system. This, in tum, hinders a proper examination of actual activity b y  interested parties 

and the FCC’s investigation into compliance with its accounting procedures. 

Skluzak Affidavit, f 32. 
Qwest Response to AT&T Data Request 1 1 1. 
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20. Specific examples of failure to accrue and untimely accounting include: 

a. Of the 18 invoices selected for testing, 12 invoices wholly or partially 
were for services provided in 2000 (often starting in July 2000). None of 
these invoices were billed until the latter half of April 200 1. Thus, no 
year-end accruals were made by QCC for these 12 invoices selected which 
represent $12.1 million of services provided. 

b. None of the 18 selected invoices were billed until the latter half of Apr i l  
200 1. None were accounted for in a timely fashion. 

c. One of my selections was PROPRIETARY: XXXXXXXXXXXXXX 

At a 
minimum, these amounts should have been accrued at year-end 2000 and 
the payment is not timely. 

d. Another selection was PROPRIETARY: XXXXXXXXXXXXXXXX 

. Onceagain,part 
of this amount should have been accrued at year-end, billing is not timely, 
QCC is receiving discriminatory extended payment terms and the 
associated task order was not timely posted. 

e. The admission made by Qwest and QCC, as noted in the accounting detail, 
that PROPRIETARY: 

xXXXX does not adequately explain why transactions for the July - 
December 2000 time period were not billed and reconciled. Note that 
QCC was officially designated the 272 affiliate in January 2001 and such a 
change was contemplated at least as early September 2000. 

f. Qwest’s failure to bill QCC in a timely manner violates the web-posted 
Master Services Agreement (MSA) which states that “Qwest Cop. shall 
submit invoices to QCC for Services . . . on a monthly basis unless 
otherwise specified in the Work Order.”’o 

lo See Section 272 website at http://www.qwest.com/about/policy/docs/qcclMSA-qa.htrnl. 
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2 1. Qwest asserts that it consistently posts and makes public all transactions between 

Qwest and Qwest LD, and now Qwest and QCC, to its web site to satisfy the FCC’s public 

disclosure requirements. l 1  AT&T disagrees. Further, the requirement that detailed written 

descriptions of transactions are to be posted within 10 days is not being followed. Not one work 

order (for services provided by QC for QCC) was posted to the Internet website prior to March 

27,2001 .12 That means that all 18 invoices that I reviewed (which represented activity well 

before March 27,2001) were not posted within the 10 day requirement. As most of the invoices 

reflect activity extending back to July 2000, the 10 day requirement could have been a 10 week 

requirement and Qwest still would have violated it. This is a gross violation o f  the Accounting 

Safeguards Order that requires posting of the terms, conditions and actual rates paid in each - 

transaction to the Internet within 10 days. The Internet posting requirement is continuous, not 

occasional. The practical importance of posting in a timely manner is to provide information to 

competitors on goods, services, facilities or information that Qwest is providing to QCC. By 

shielding this information until March, 2001 Qwest discriminates in favor of QCC. 

3. Results of SupplementaTesting of Revenues of QCC 

22. I tested all PROPRIETARY: X of the “invoices” (a/k/a ‘Wfiliate billing forms”) 

presented to me that represent billings from QCC to QC for services provided by QCC and cover 

a period commencing in July 2000 and running into March 2001. 

23. The same problems that were discovered in the review of QCC’s expenses were 

evident with its revenues: lack of accrual accounting, untimely accounting and improper posting 

’ ’ B d n g  Affidavit at 19. Also, Schwartz Affidavit at 26 

Posting Summary at http://www.qwest.codabout/policy/docs/qcc/postSummary.html, 
The web-posted date of 2005 must be in error and must assume the year was 2001. See Section 272 Internet site 
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for all PROPRIETARY: X of the invoices representing over $5 million of transactions. 

Further, at least 7 of the PROPRIETARY: X invoices highlight the widespread and troubling 

practice of the liberal “sharing” of employees between the two entities that impacts upon section 

272@)(3). As will be discussed in that section, this practice of Qwest’s sharing employees casts 

doubt upon the actual independence from QCC. 

24. Another issue that arose during my supplemental testing was whether Qwest is 

discriminating in the provision of services, goods, facilities or information on a de facto basis 

where it sets exorbitantly high rates for services. Although, Qwest may be following the FCC’s 

guidelines on pricing affiliated services, there are many examples of very high hourly billable 

rates for services (see specific examples below). By setting such high rates, competitors may be - 

functionally excluded from utilizing these services and discrimination “in substance” is achieved. 

The corollary concern to setting high rates for services is that it may be a mechanism for Qwest 

to flow subsidies back to QCC. 

25. Following are specific problems and items of interest discovered during my 

supplemental review of QCC’s revenues. 

a. Several of the billable amounts raise the question of whether Qwest is flowing 
improper subsidy amounts to QCC. For example PROPRIETARY XXXXXX 

This raises 
questions as to improper subsidy flow via artificially high bill rates. A corollary 
is that by setting such high bill rates, Qwest may effectively prevent competitors 
fiom using such services and thus de facto discrimination is achieved. 

b. Another example of high billing rates for ‘%orrowed” or “shared” employees was 
PROPRIETARY: 
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. Once again, the question is raised 
whether the high billing rates of such personnel are designed to flow subsidies 
back to QCC and whether such high rates is defacto discrimination. Further, the 
work order associated with this activity was not posted until March 29,2001, and 
did not contain any rates or an estimated total amount. Such is a violation of the 
FCC’s 10 day posting requirement. 

c. Review of QCC’s web “Posting Summary”13 reveals that no Task Orders (once 
again, a task order is for services provided from QCC to Qwest) were posted 
before March 27,2001. Also, no Task Order was signed rior to March 27,2001, 
except for the Task Order for leasing of fiber optic lines.” A s  all 
PROPRIETARY: X of the invoices that I examined for QCC’s section 272 
affiliated revenues pertained to services provided for a period generally starting in 
July or August 2000, there is a gross violation of the 10 day requirement to post to 
the Internet site. 

QCC violates the Service Agreement purportedly signed on either January 19, 
2001, per the document or March 23,2005 [sic], per the posting summary and 
posted to the website. The Service Agreement states that bbQCC shall submit 
invoices to Qwest Corp. for Services provided in accordance with the terms and 
conditions of this [the Service Agreement] Agreement on a monthly basis unless 
otherwise specified in the Task Order.” None of the invoices that I reviewed 
followed the monthly procedure. Qwest and QCC are flouting their posted 
agreements and certainly are not adhering to the FCC’s requirements as to terms 
and conditions. 

- 
d. 

e. PROPRIETARY: . My review of that posted Task 
Order reveals that such lease does not provide Qwest with any ownership interest 
of QCC’s network, that the primary account that Qwest should expense these 
amounts to is Account # 6232 and that the Task Order was signed by Qwest on 
February 21,2001. The posting summary states that this Task Order was not 
posted until either March 26,2001, or March 27,2005 [sic], thus thm is a 
violation of the posting requirement. PROPRIETARY: XXXXXXXXXXX 

l3 Once again, the years used are 2005,2006, etc. and appear to be incorrect. See 
http : / / ~  .qwest.com/about/polic y / d ~ ~ q ~ ~ s t S ~ ~ .  html. 
l4 As the task order of “Lease of Fiber Optic Lines” was signed on February 27,2005 [sic], and not posted until 
March 27,2005 [sic], there is a Violation of the 10 day posting requirement. Also, an earlier review (on April 29, 
2001) of the web Posting Summary had this task order being signed on February 26,2001, and posted on March 26, 
2001. There is no explanation for this change, but it raises the point of accountability of web postings and how 
Qwest can manipulate posting dates and other data to fit the FCC’s requirements without oversight. 

10 
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. Beyond t h e  posting 
requirement violations, there is a concern that a transfer of ownership in network 
assets may be occurring given the description and the untraceable account code 
used. 

f. PROPRIETARY: 

This task order was not posted until March 
28 or 29,2001. That means that Qwest utilized QCC’s equipment starting back in 
July 1,2000, and the related task order was not posted until almost 9 months later. 
Thus, competitors would have looked in vain on the Internet site for this type of 
service. 

111. DISCOVERY RESPONSES 

D. BACKGROUND 
- 

26. On April 23,2001, AT&T served supplemental data requests on Qwest which 

pertained to section 272 activities and its new affiliate. These data requests were necessary to 

update infomation given Qwest’s decision to use a new section 272 affiliate. 

1. spcific Information 

27. Several of the responses to the data requests alluded to the fact  that Qwest Long 

Distance (“QLD’’), “previousl~ provided to or received Services from Qwest.” As QLD will be 

merged with QCC in May 2001, it is incorrect to assume that QLD is not required to adhere to 

section 272. Indeed, elsewhere in the data requests, Qwest admits “Qwest Long Distance has 

continued to do business with m e s t  Corporation in 2001.. ..”16 Thus, these transactions must 

adhere to the requirements of section 272 as well as QCC’s. The Commissions should assure 

themselves that such adherence has been occurring. 
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IV. IMPACT OF SUPPLEMENTAL TESTING AND DISCOVERY RESPONSES 
TO SECTIONS OTHER THAN 272(b)(S) 

E. SECTION 272(A) - SEPARATE AFFILIATE 

28. My supplemental on-site testing reinforces my previous statement that Qwest is 

not a separate affiliate as a practical matter. l7 As a functional matter, QCC is not operating 

separately given the rampant policy of “employee sharing” and the intermingling of its 

management and, thus, is not a separate affiliate in substance. 

29. In addition, in order for Qwest to comply with this section, QCC must meet the 

requirements of section 2720). l8  AT&T, based on its previous and supplemental on-site 

reviews, asserts that Qwest has not met such requirements and thus, Qwest fails to satisfy the 

requirements of section 272(a). l9 

- 

F. SECTION 272(B)(2) - BOOKS, RECORDS AND ACCOUNTS 

30. QCC asserts that its ‘‘books, records, and accounts are maintained in accordance 

with generally accepted accounting principles (“GAAP”) and consolidated into Qwest 

Communications International Inc.’s financials.”** Based upon my supplemental on-site review, 

AT&T continues to dispute this assertion of GAAP compliance. 

3 1. At a minimum, Qwest and QCC are not utilizing accrual accounting for their 

affiliated billable transactions, and GAAP requires accrual accounting. Further, Qwest and QCC 

” Skluzak Affidavit, 7 25. 
Non-Accounting shfguards Ordery 1 1 FCC Rcd at 2 19 1 3 , l .  
Application of BellSouth Corporation, Bellsouth Telecommunications, Inc., and BellSouth Long Distance, Inc. for 

Provision of In-Region, InterLA TA Services in Louisiana. CC Docket No. 98- 12 1 Memorandum Opinion and Order, 
FCC 98-271 (rel. October 13,1998), 1 321 ( “BellSouth Louisiana Order”), (where the FCC used this same process 
to find that Bell South did not satisfy Section 272(a)). 
2o Brunsting Aflidavit, at 10. 
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are not GAAP compliant where they have completely failed to book billable tramactions 

between them for a nine-month period beginning July 2000, until the latter half of April 200 1. 

32. Qwest asserts, as additional evidence of compliance with section 272@)(2), that it 

files “[a]nnual reports via the FCC’s Automatic Reporting and Management Information 

Systems (“ARMIS”) [which] are accompanied by the report of independent accountants, Arthur 

Andersen . . . . ’r21 This assertion appears to cast a veil of legitimacy, as the inferential logic is that 

Arthur Andersen has reviewed the ARMIS reports which proves GAAP compliance. I reviewed 

the ARMIS report for Qwest for the year 2000; the most recent report posted by the FCC?2 For 

services purchased by Qwest from QCC, I did not see an amount or a line entry. For services 

sold by Qwest to QCC, a total of $1,545,000 has been entered. These amounts do not reconcile - 

to the total amounts that I discovered during my supplemental on-site testing. For affiliated 

transactions between Qwest and QCC, it appears that a single amount of services sold by Qwest 

to QCC is all that Arthur Anderson had the opportunity to review. Such would not afford an 

opportunity to review the transactions making up that total ARMIS ~ o u I I ~ . ~ ~  The Commissions 

should question Qwest as to the audit procedures that Arthur Andersen performs to determine the 

validity of the reported ARMIS amounts for affiliated transactions. For example, does Arthur 

Andersen test for underreporting of revenues? If they did, perhaps they would have, or should 

have, detected the failure of Qwest to report the dollar amount of services sold by QCC to 

Qwest. 

’I Schwartz Affidavit, at 17. ’’ FCC’s ARMIS website, Report 43-02, Table 12 “Analysis of Services Purchased from or Sold to Affiliates.” 
23 Qwest asserts that Arthur Andersen was engaged to supplement the intemal affiliate &ansaCtions policy during the 
transition from Qwest Long Distance to QCC and that over 150 interviews were conducted “to ensure that all 
transactions had been identified.” Schwartz Mdavit at 22. Given the extent of Arthur Andersen’s involvement 
and the addition of supplemental p d u r c s ,  how does Qwest explain the complete failure to book billable affiliated 
transactions with QCC for a nine-month period and straddling two financial years? 

13 
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33. A s  Qwest has not filed any ARMIS report for 200 1, no probatgve value can be 

given to Qwest’s assertions regarding ARMIS reports and its new section 2 7 2  affiliate. 

34. Q C C  asserts, as further evidence of compliance with this section, that its financial 

results are consolidated with those of QCI’s fhncial statements included in t h e  SEC Fonn 10- 

K, which includes Arthur Andersen’s unqualified opinion as to adherence to accounting 

principles.” AT&T disputes this assertion. Once again, given the complete failure to account 

for affiliated transactions between Qwest and QCC, seeming legitimacy of an Arthur Andersen 

unqualified opinion should not be transferred to QCC’s financial activities. 

35. QCC states that QCI is subject to federal securities statute.25 Given that Fonn 

1 OQ (for the three months ended March 3 1 , 2001) was recently filed by QCI, the Commissions - 

should question Qwest as to the omission to book affiliated transactions with QCC on that recent 

filing. AT&T contends that QCC’s affiliated transactions with Qwest could n o t  have been 

correct in either the 10-K, 10-Q or in the ARMIS report, as no billable transactions for the period 

July 2000 through March 2001 were accounted for in that period. Thus, when QCC states that 

QCI’s financial statements in the 10-K form include the “consolidated results of the 272 

Affiliate” it must be underscored that this does not include affiliated transactions. 

G. SECTION 272(B)(3) - SEPARATE OFFICERS, DIRECTORS AND 
EMPLOYEES 

36. Pursuant to section 272(b)(3), QCC and Qwest are required to have 

separate officers, directors, and employees. It is AT&T’s position that where a Qwest 

employee is dedicated to QCC, that employee is functionally not a separate employee. 

24 B d n g  Affidavit, at 10. 
25 Id. 
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37. A s  part of my supplemental review, I scanned QCI’s recently filed Form 

1 0-Q, which is available on QCI’s public web site. I noted that Robin Szeliga, Executive 

Vice President and  Chief Financial Officer of QCI signed the Form 10-Q. I had 

previously noted that Ms. Szeliga had signed the FCC-required certification statements 

for both QCC and Qwest in her capacity as a Senior Vice President of Qwest -26 Thus, it 

appears that Ms. Szeliga is an executive officer for both Qwest and QCI, which is the 

parent of both Qwest and QCC. Also, per additional data requests, Ms. Szeliga is also 

Executive Vice President and Chief Financial Officer of QCC and of Qwest Long 

Di~tance.~’ In summary, it appears that Ms. Szeliga is presently, or has been involved 

with QCC, Qwest Long Distance, Qwest and QCI. Ms. Szeliga is wearing many hats and 

such is a clear violation of the FCC’s dictate that there be some form of independent 

management and control of Qwest and QCC. 

- 

38. My supplemental on-site review of QCC’s expenses and revenues with 

Qwest revealed a widespread pattern of “employee sharing”. Qwest and QCC employees 

may be “separated” by which entity cuts them a payroll check, but to the extent that the 

employees are primarily devoted to working at the other entity, there is not functional 

separation. This is why simply checking payroll lists is an inadequate indication of 

employee separation. 

39. An overarching issue is whether safeguards are sufficient to prohibit 

information flows between Qwest and QCC. The Commissions should question Qwest 

26 Skluzak Affidavit, 1 6 1. 
27 Response to AT&T Data Request No. 107, Exhibit A. Note that there am two “Exhibit A’s” filed by Qwest and 
this is the second Exhibit A (Directors and Officers Lists). 
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on how its existing controls could possibly prohibit information flow given the rampant 

practice of “employee sharing”. 

40. From my supplemental testing, I noted deficiencies with respect to section 

272(b)(3) and I list them as follows: 

a. PROPRIETARY: 

XXXXXXXXXXX** 

The logical 
inference is that the specifically mentioned employees are now with QCC. This is 
a M e r  continuation of the free flow of employees between the BOC and the 272- 
affiliate. The employees of these two entities are hopelessly intertwined. QCC 
employees formerly employed by Qwest have an incentive to take with them, and 
use, Qwest proprietary information without accounting for this acquisition of 
information and without offering this information to competitors. 

b. PROPRIETARY: 

XXXXXXXXXXXY This type of employee sharing arrangement skirts the 
requirements of section 272@)(3) that QCC have employees separate from Qwest. 
Once again, Qwest retains the “form” but in functional substance there is no 
separation. QCC and Qwest employees will have an incentive to engage in “off- 
the-record” transactions, which will be especially difficult to identify and evaluate 
through any internal or extemal audit. 

c. PROPRIETARY: 

XXXXXXXXXXXXXXXXX To the extent that section 272(b)(3) dictates that 
there be independent management and control of Qwest and QCC, there is yet 
another violation from this selection. 

d. PROPRIETARY: 

28 See the Section 272 affiliate website at: http:llwww.qwest.comlaboutlpolicyldocsJq~O-cps.html. 
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This is another example of the policy of “employee sharing” and the hctional 
intertwining of the two entities’ employees. 

e. PROPRIETARY: 

XIXXXMUMXXXX. The FCC requires that there be independent management 
and control as to the BOC and the 272 affiliate. Obviously, given this invoice, 
that is not the case here and section 272(b)(3) is blatantly violated. 

f. PROPRIETARY: 

Once - 
again, with QCC employees devoted 100% of the time to Qwest, how can there be 
functional separation of employees? Section 272@)(3) has been violated. 

g. PROPRIETARY: 
Per the task order, QCC is providing 

recruitment services for QC - “Qwest Communications Corporation obtains and 
processes job openings, develops and administers the compensation guidelines for 
management new hires, and trains recruiters for interviewing job applicants. 
Recruiters also analyze testing results to ensure reliable measurements of skills 
and/or abilities.” Thus, QCC is hiring Qwest’s employees. This clearly does not 
help Qwest’s employee separation dictate as to QCC. It is a further violation of 
section 272@)(3). An odd corollary to this is that Qwest provides to QCC almost 
exactly the same services under a posted work order for interim human resources 
services. Why is there both a work order and a task order providing the same 
services (in the work order, QCC is receiving, and in the task order, QCC is 
providing)? The Commissions are urged to inquire into the rationale behind this 
peculiar situation whereby circular servicing is occurring. 

h. PROPRIETARY: 

XXXX. Once again, where this individual is an employee of QCC and an 
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executive officer with QCI (the parent of Qwest) there is a blatant violation of the 
separation of management. 

H. SECTION 272(C)(2) - ACCOUNTING PRINCIPLES 
41. Under section 272(c)(2), Qwest is required to account for all transactions with 

QCC pursuant to  FCC accounting principles. Despite the affiliated activity between Qwest and 

QCC stretching back to July 2000, there was no accounting booked until April of 2001 and, thus, 

Qwest can not meet the requirements of this section which call for adherence to FCC accounting 

principles including GAAP. 

42. Qwest states that the filings of its 10K report and its Cost Allocation Manual 

(“CAM”) together with the annual audit “provide assurance that the BOC accounts for all 

transactions in accordance with the accounting principles approved by the FCC.”29 Once again, 

“mere paper promises” does not equate to compliance. The FCC has stated that an audit of a 

BOC’s CAM information and ARMIS data will not conclusively prove compliance with section 

- 

272(~)(2).~’ Further, as has been noted under the discussion for section 272(b)(2), this assertion 

can not be true where no affiliated transactions between Qwest and QCC were accounted for 

during a nine-month period commencing in July 2000, until April 2001. 

43. Qwest’s assertion that it “has sufficiently demonstrated that it has implemented 

the proper internal controls and processes to satisfy the requirements of Section 272(cY3’ is 

conclusory. If Qwest had proper internal controls, then proper GAAP accounting would have 

been employed. Such was not, and has not been the case. Qwest has not demonstrated 

compliance with this section. 

29 Schwartz Affidavit at 34. 
30 BellSouth Louisiana II Order, 1 340. 
31 Schwartz Affidavk at 35. 
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44. A s  was previously mentioned, Qwest admitted the failure to account for billable 
/ 

transactions in the documentation provided to me. On the summary sheets were notes that stated 

PROPRIETARY: 

. Once again, failure to timely bill and reconcile 

cannot be excused and is a violation of the FCC’s accounting principles. The Commission is 

urged to inquire as to why these practices were not accomplished for 2000 activity and what 

45. My supplemental testing produced nothing that WOL change my conclusions 

reached in the initial Affidavit. Indeed, the results of the testing reinforce recurrent compliance 

problems and highlight new problems. 

46. Qwest has failed to m e t  its burden of establishing that it and its current section 

272 affiliates, QCC and Qwest LD, have and will comply with the requirements of section 272. 

Based on its failure to show compliance With section 272, Qwest’s request for an affirmative 

recommendation h m  the Commissions to the FCC for in-region interLATA relief should be 

denied. 
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